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The interest and importance attached to the subject of 
this round-table discussion are attested by the large at- 
tendance this afternoon. There is probably no other 
segment of the federal anti-trust law in which there is 
greater difficulty in drawing the line between legality 
and illegality than in the field of foreign commerce. The 
judicial decisions offer the scant guidance of a negative 
series of prohibitions based upon central findings of fact 
which have branded the arrangements with the label of 
illegal international cartels. 

The absence of affirmative guidance in judicial deci- 
sions in identifying a main lawful purpose of the inter- 


t+ Report of the round-table discussion presented as the afternoon program 
of the meeting of the American Patent Law Association held at the Franklin 
Institute in Philadelphia on March 21, 1952. The members of the panel were 
Walter J. Derenberg, Bartholomew A. Diggins, and Sigmund Timberg. Mod- 
erator was S. Chesterfield Oppenheim. 
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national commerce of American companies, and the le- 
gally permissible means of achieving such a purpose, 
underscore the importance of the counseling function of 
the attorney who has the burden of isolating the “red 
light” danger zones from the clear “green light” and 
caution “amber light” zones. The uncertainties of the 
anti-trust laws in American domestic commerce seem to 
be compounded in the field of foreign commerce. Such 
problems often become even more acute when the sub- 
ject matter involved is patents and trade-marks. 

It is hoped that this round-table will contribute some 
degree of clarification on these legal issues. A forum 
discussion like this is the classic American mode of en- 
couraging interacting viewpoints and interpretations on 
issues of public importance. As Americans we like to 
commit our ideas to the open competition of the market 
place. Attorneys in the anti-trust field, of course, have 
a responsibility of preventive and corrective counseling 
comparable to the responsibility of government officials 
in preventing and correcting violations of law. Some- 
times there is no escape from the necessity of committing 
justiciable issues to the courts for adjudication. Whether 
we present our conflicting views in a forum such as this 
one, or more formally in a court of law, I like to recall 
what Mr. Chief Justice Stone said to me a short time 
before he passed away. He said we need have no con- 
cern about our democracy so long as opposing counsel in 
a fair trial of intelligence and the art of reasoned persua- 
sion can do their utmost to make their views prevail and 
then, when the judgment is rendered, put their arms 
around each other as they go down to the tavern, where 
the loser pleasantly criticizes the tribunal that decided 
against him. 

It is in that spirit that the discussion will proceed 
today. 
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THE IMPACT OF THE ANTI-TRUST LAWS ON 
TRADE-MARKS IN FOREIGN COMMERCETt 
PROFESSOR WALTER J. DERENBERG* 


The impact of the anti-trust laws on trade-marks has 
been much discussed since the United States Supreme 
Court’s decision in the Timken case’. Less widely known 
are some of the other important anti-trust implications 
which affect and limit the rights of trade-mark owners 
in the United States. These have become so numerous 
that we are justified today in setting up a special import 
code, as well as a special export code, for trade-mark 
owners in this field. Among the anti-trust problems 
affecting the use of trade-marks in the import field are 
these: 


(a) Does the exception provided in the Miller-Tyd- 
ings Act’ for vertical price-fixing agreements apply only 
to our domestic commerce and not, as suggested by Judge 
Jerome Frank in his dissenting opinion in the 4dams- 
Mitchell case*, to the import trade? 


(b) To what extent may the exercise of the right under 
Section 42 of the Trade-Mark Act* to stop importation of 
merchandise bearing an infringing trade-mark result in 
an unlawful restraint of trade? 

(c) Is Section 526 of the Tariff Act’, which, in cer- 


+t Professor Derenberg’s complete paper on this subject has been published in 
the July 1952 issue of the New York University Law Review, 27 N.Y.L. Rev. 
414 and the May 1952 issue of the Trade-Mark Reporter, 42 T.M.Rep. 365. We 
are here publishing only a brief summary prepared for us by Professor Deren- 
berg. The questions presented in this summary are fully discussed in the more 
extensive published paper. 
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1Timken Roller Bearing Co. v. United States, 341 U.S. 593 (1951). 

250 Srat. 693 (1937), 15 U.S.C. §1 (1946). 

— Co. v. Cambridge Distributing Co., 189 F.2d 913 (2d Cir. 
#60 Srar. 440, 15 U. S. C. §1124 (1946). 
528 Strat. 570 (1894), 15 U.S.C. §§ 8-11 (1946). 
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tain cases, prohibits importation of even genuine mer- 
chandise of foreign origin, in conflict with the present 
anti-trust enforcement policy of the Department of Jus- 
tice? 

(d) To the extent that trade-marks may be abused in 
connection with the importation of merchandise, is a 
different code or are different standards applicable where 
the rights under the Trade-Mark Act or the Tariff Act 
are exercised by Government through the Office of Alien 
Property? 

(e) With regard to the now-prevailing export anti- 
trust code, the question arises to what extent the philoso- 
phy of the Webb-Pomerene Act’ is still in accord with 
our foreign policy in general? Moreover, the Timken 
case and other similar recent cases raised the question in 
what form an American concern may control the use of its 
many valuable trade-marks in other countries through 
foreign subsidiaries. More specifically, the question has 
become acute, whether, under the doctrine of the Timken 
case, American industry should take a decisive step to- 
ward centralization of all trade-mark interests and rights 
in the United States and do business in foreign countries 
only through wholly dependent divisions rather than sep- 
arate subsidiaries or independent agencies. 

Numerous other trade-mark problems must be faced in 
the international field. Some of the more important 
questions which will need clarification and ultimate 
adjudication are these: 

(a) What, if any, is the effect of a misuse of a trade- 
mark or a series of trade-marks in international cartel 
agreements? 

(b) Should such misuses be considered “per se”’ viola- 
tions of the anti-trust laws? 

(c) Is it conceivable that such a misuse in the inter- 
national field may lead to the destruction of internation- 
ally famous trade-marks? 


640 Strat. 516 (1918). 15 U.S.C. §§ 61-65 (1946). 





PATENTS AND TRADE-MARKS IN FOREIGN COMMERCE 667 


(d) Under what circumstances should an anti-trust 
violation be held to be a defense to a trade-mark infringe- 
ment suit under Section 33(b) (7) of the Lanham Act?’ 

These, and many other trade-mark problems, must be 
decided before the relationship of the anti-trust laws to 
trade-marks in the foreign field can be more clearly de- 
fined. Whatever the final solution to these problems may 
be, one thing would seem to be certain: at the present 
time, different standards apparently apply where the 
rights of private trade-mark owners are involved, as com- 
pared with the scope of the identical rights when exer- 
cised by a branch of our own Government, i.e., the Office 
of Alien Property. Indeed, we have reached the point 
where, in the pending Bayer Aspirin case* Antitrust 
Division of the Department of Justice is now, in effect, 
suing another arm of the same Government Department, 
the Office of Alien Property, which stands behind the 
nominal defendant, General Aniline & Film Corpora- 
tion, in a case in which the latter Office tries to retain or 
collect monies which have accrued as a result of an inter- 
national cartel agreement. Many years ago that same 
agreement was judicially condemned and held invalid as 
an attempt territorially to allocate all over the world the 
right to sell the German Bayer Aspirin Product under 
the “Bayer” trade-mark. 


FOREIGN COMMERCE RESTRICTIVE AGREE- 
MENTS AND ANCILLARY PATENT RIGHTS 
BARTHOLOMEW A. DIGGINS* 


There are few anti-trust problems more difficult than 
those which involve international commerce. In addi- 


760 Strat. 438, 15 U.S.C. §1115(b) (7) (1946). 

8 United States v. Bayer Co., consent decree, Civil No. 15-364 (S.D.N.Y. 
1941), and subsequent litigation, General Aniline & Film Corp. v. Bayer Co., 
118 Misc. 929, 64 N.Y.S.2d 492 (Sup. Ct. 1946). 

* Member of the bar of the District of Columbia, State of New York, and 
State of Michigan; former Assistant Chief of the Patent and Cartel Section 
of the Antitrust Division of the Department of Justice; and contributor to vari- 
ous legal publications. 
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tion to the questions of interpretation and application 
of the anti-trust laws, international cases involve consid- 
eration of different political, economic, and business phil- 
osophies. As early as 1918, Congress recognized that the 
free and unrestricted competition which the Sherman Act 
commands in domestic markets might put American in- 
dustry at a disadvantage in foreign markets and passed 
the Webb-Pomerene Act to meet that problem. How- 
ever, the Webb-Pomerene Act is concerned only with 
exports and does not offer methods by which American 
manufacturers may profitably exploit foreign markets to 
which export is impractical or impossible. 

The business difficulties of foreign trade have been de- 
scribed many times and one of the most complete descrip- 
tions is contained in the testimony of Mr. Gerard Swope 
in United States v. General Electric Co.° Few men have 
had as wide experience in this field, and his testimony is 
forthright and complete. The principal reasons given 
why export to many foreign countries including the prin- 
cipal European countries has been impossible or at least 
impractical are: 

1. Differing standards which nullified the advantages 
of American mass production techniques. 

2. The nationalistic movement toward industrial self- 
sufficiency under which nations set up tariff and other 
trade barriers against imports. 

3. Currency fluctuations and restrictions. 

In one anti-trust case a witness described the company 
policy for overcoming these difficulties in the following 
language: 

Whenever we made an invention in this country and had it 
patented, then we would take out patents in those principal coun- 
tries where we had associates and we gave them these exclusive 
patent rights for that country. ... We gave them then in addi- 
tion, our engineering knowledge and know how and experience 


to adapt that invention to factory practices. . . . that was the 
only way you could do business in those countries. .. . 


982 F. Supp. 753 (D.N.J. 1949). 
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Later, the same witness reemphasized his position that it 
was impossible to export to many foreign countries, and 
that to do business: 
You either had to do it by your investments in those countries 
and adapting yourself to their method or not do it at all. 

In the Timken case, an almost identical argument was 
made and the Supreme Court expressly rejected it, hold- 
ing that this argument should be addressed to Congress, 
not to the courts.” But regardless of the economic sound- 
ness or unsoundness of the basic premise as to the possi- 
bility of exporting goods, I think that no one can seri- 
ously dispute the legal right of an American company to 
sell foreign patent rights and know-how, and I think that 
there is little doubt but that international exchanges of 
technical information as practiced by some of our great 
companies, General Electric, Standard Oil, and Du Pont, 
to mention a few, have proven to be of untold benefit to 
American industry and to the American public. Had 
the practices stopped with the mere sale or exchange of 
patents and technical information, I believe that some of 
the more spectacular anti-trust cases of recent years would 
never have been brought. 

However, the agreements which formed the nucleus 
of most of the so-called cartel cases have followed very 
similar general patterns which far exceeded mere sale of 
patent rights and know-how or mere exchanges of tech- 
nical information. 

In general, these agreements 

1. Define a technological field. 

2. Define marketing territories and allocate them to 
the various parties. Frequently, each party gets one or 
more countries as exclusive territory, sometimes some 
countries are excluded and frequently certain countries 
are made common territory. 

3. Each party agrees to refrain from violating the 
other’s territory in the defined technological field. 


Timken Roller Bearing Co. v. United States, 341 U.S. 593, 599 (1951). 
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4. Patents and know-how in the technological field are 
exchanged in accordance with the territorial allocations. 

5. Usually the agreements include future as well as 
present patents and know-how. 

The provisions may be amplified to a greater or less 
degree in particular cases but these five provisions are 
usually found in some form. In the National Lead deci- 
sion in the district court," Judge Rifkind found: 


True, the network of agreements did involve cross-licensing of 
patents—but it was not limited thereto. The agreements applied 
to patents not yet issued and to inventions not yet imagined. 
They applied to commerce beyond the scope of any patents. 
They extended to a time beyond the duration of any then-exist- 
ing patent, Ethyl Gasoline Corporation v. United States, 1940, 
309 U.S. 436, 456, 60 S.Ct. 618, 84 L.Ed. 852. They embraced 
acknowledgment of patent validity with respect to patents not yet 
issued, not applied for, and concerning inventions not yet con- 
ceived. Pope Mfg. Co. v. Gormully, 1892, 144 U.S. 224, 12 
S.Ct. 632, 36 L.Ed. 414; United States v. Hartford- -Empire Co., 
D.C.N.D. Ohio, 1942, 46 F. Supp. 541, 615. They extended to 
countries, such as China, where no system of patent monopolies 
exists. Interstate Circuit, Inc. v. United States, 1939, 306 U.S. 
208, 59 S.Ct. 467, 83 L.Ed. 610. They regulated the disposi- 
tion of the products after sale by the licensees, United States v. 
Univis Lens Co., 1942, 316 U.S. 241, 62 S.Ct. 1088, 86 L.Ed. 
1408; United States v. Bausch & Lomb Optical Co., 1944, 321 
U.S. 707, 64 S.Ct. 805, 88 L.Ed. 1024.?? 


The provision which usually causes the difficulty is the 
agreement not to compete, the non-import, non-export 


provision. A typical explanation of the business neces- 
sity for this requirement was stated by one witness: 

. because of our continuing intimate relations with them, our 
exchange of engineering know-how, we surely wouldn’t give them 
our intimate information if we thought they were going to com- 
pete with us in our home market. 

This same thought has been expressed in most of the other 
international cartel cases. 

This is an appealing argument but one which has no 
legal significance. In B.B. Chemical Co. v. Ellis” it 
was argued that the tying-in practices constituted the only 


11 United States v. National Lead Co., 63 F. Supp. 513 (S.D.N.Y. 1945). 
12 Jd. at 523-524. 
13 314 U.S. 495 (1942). 
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way in which the patentee could make a profit on the 
invention. The Supreme Court disposed of that argu- 
ment with the following language: 

The patent monopoly is not enlarged by reason of the fact that 
it would be more convenient to the patentee to have it so, or 
because he cannot avail himself of its benefits within the limits 
of the grant.’ 

Applying the reasoning of the B.B. Chemical case to 
international patent agreements, restrictions such as pro- 
hibitions on import or export will have to find support 
in some valid right such as a patent and cannot be based 
upon economic necessity. 

In the decided cases, the Lamp case, Carboloy”, 
I.C.I.", Alcoa’, National Lead’, and Timken”, the court 
found an illegal combination and conspiracy in which 
the agreements were merely a part. For example, in the 
Timken case Mr. Justice Black, speaking for the major- 
ity said: 

Appellant’s premise that the trade restraints are only inci- 
dental to the trade-mark contracts is refuted by the District 
Court’s finding that the “trade-mark provisions [in the agree- 
ments] were subsidiary and secondary to the central purpose of 
allocating trade territories.” 74 

In other words, instead of the agreements not to compete 
being ancillary to a lawful grant of trade-mark rights, 
the trade-mark grant was held ancillary to an illegal 
division of marketing territories. 

The form and wording of many of the international 
patent agreements support such a finding. The agree- 
ments not to compete are coextensive with the defined 
field rather than any patent rights or even technical infor- 


147d. at 498. 

15 United States v. General Electric Co., 82 F. Supp. 753 (D.N.J. 1949). 

16 United States v. General Electric Co., 80 F. Supp. 989 (S.D.N.Y. 1948). 

17 United States v. Imperial Chemical Industries, Ltd., 100 F. Supp. 504 
(S.D.N.Y. 1951). 


, _— States v. Aluminum Company of America, 148 F.2d 416 (2d Cir. 
945). 


19 United States v. National Lead Co., 332 U.S. 319 (1947). 
20 Timken Roller Bearing Co. v. United States, 341 U.S. 593 (1951). 
21 Jd. at 598. 
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mation. The courts can and have decided these cases as 
though the patents and know-how merely supported or 
buttressed the agreements not to compete rather than that 
the agreements not to compete were merely positive ex- 
pressions of such concepts as the admission of validity 
and agreement not to infringe. 

All of the cartel cases have been decided on broad gen- 
eral grounds and give little if any light on permissible 
patent restrictions. In the General Electric Lamp case 
the court found: 

It has been all too evident that the primary purpose of the 
foreign licenses was to restrict competition in the United States 
by dividing markets in the foreign countries. . . . 7 
while in the Carboloy case Judge Knox found the main 
agreement: 


. was not really a cross-license at all but more a naked divi- 
sion of markets among two former competitors.”* 


Those cases did not consider the legality of the particular 
agreements but in the J. C. J. case, legality was appar- 
ently assumed. The court said: 


These agreemeents, irrespective of their per se legality, were 
instruments designed and intended to accomplish the world-wide 
allocation of markets; their object was to achieve an unlawful 
purpose—an illegal restraint of trade prohibited by Section 1 of 
the Sherman Act. The agreements are unlawful because they 
provided a means for the accomplishment of this purpose and 
objective. We have also found that these agreements did, in 
operation, result in restraints of United States trade.** 


These cases illustrate a basic danger which is inherent in 
any general exchange of patents with or without know- 
how between an American company and a foreign com- 
pany. In the National Lead case, Judge Rifkind com- 
plimented Du Pont’s “trained anti-trust lawyers” but 
said: 


The question is whether it succeeded in avoiding not only the 
form but also the substance of the transgression.”® 


22 United States v. General Electric Co., 82 F. Supp. 753, 847 (D.N.J. 1949). 
— States v. General Electric Co., 80 F. Supp. 989, 1009 (S.D.N.Y. 

24 United States v. Imperial Chemical Industries, Ltd., 100 F. Supp. 504, 592 
(S.D.N.Y. 1951). 

25 United States v. National Lead Co., 63 F. Supp. 513, 527 (S.D.N.Y. 1945). 
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In any such general exchange, the courts may well find 
that the territorial provisions are the “substance” and the 
patent license or grant merely the “form.” ‘The broader 
the field of the exchange, the greater the number of pat- 
ents involved and the more that future patents are in- 
volved, the more likely it becomes that a court will find 
illegal monopolization or that the exchange is a mere 
cover for an agreement not to compete. The inclusion 
of future “improvement” patents on inventions already 
in existence is probably not objectionable if limited in 
time but an agreement broad enough to require exchange 
of future patents on independent inventions would prob- 
ably be illegal. 

It seems much safer to limit the scope of international 
patent exchange agreements to specified patents and im- 
provements rather than to patents on inventions in a de- 
fined field. Unless one or two patents cover the entire 
field, it is difficult if not impossible to define a technolog- 
ical field so that it does not include unpatented products. 
For example, in 1926, the Just and Hannaman, Coolidge 
and Langmuir patents each “covered completely” tung- 
sten filament lamps,” while in 1949 the court held that 
despite hundreds of patents, General Electric was “bereft 
of patent control over the lamp as such.” * 

In these international situations, patents may actually 
increase the possibilities of anti-trust violation. If an 
agreement has restrictions based upon a defined field and 
the entire field is not covered by patents, a court might 
find the agreement to be an effort to use patents to con- 
trol unpatented goods. As stated in Mercoid v. Honey- 
well: 


The legality of any attempt to bring unpatented goods within 
the protection of the patent is measured by the anti-trust laws 
not by the patent law.** 


26 United States v. General Electric Co., 272 U.S. 476, 481 (1926). 

27 United States v. General Electric Co., 82 F. Supp. 753, 815 (D.N.J. 1949). 
28 Mercoid Corp. v. Minneapolis-Honeywell Regulator Co., 320 U.S. 680, 684 
1944). 
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22 United States v. General Electric Co., 82 F. Supp. 753, 847 (D.N.J. 1949). 
— States v. General Electric Co., 80 F. Supp. 989, 1009 (S.D.N.Y. 


(S.D.N.Y. 1951 
25 United States v. National Lead Co., 63 F. Supp. 513, 527 (S.D.N.Y. 1945). 


24 United States v. Imperial Chemical Industries, Ltd., 100 F. Supp. 504, 592 
). 
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26 United States v. General Electric Co., 272 U.S. 476, 481 (1926). 

27 United States v. General Electric Co., 82 F. Supp. 753, 815 (D.N.J. 1949). 
28 Mercoid Corp. v. Minneapolis-Honeywell Regulator Co., 320 U.S. 680, 684 
1944). 
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Since the International Salt decision,” extensions of the 
patent monopoly may be illegal per se so that failure to 
support import and export restrictions on strict patent 
grounds might well result in a holding of illegality. In 
the International Salt case the Court said: 

Not only is price-fixing unreasonable, per se, . . . but also it 
is unreasonable, per se, to foreclose competitors from any sub- 
stantial market. . . . The volume of business affected by these 
contracts cannot be said to be insignificant or insubstantial. . . .*° 

Since the cases which directly involved international 
patent exchanges were decided on other grounds and do 
not rule on particular restrictions which may be imposed 
in the absence of broad combinations, the legality of par- 
ticular restrictions can only be estimated. International 
patent questions are sui generis and there seem to be no 
authoritative holdings directly in point. However, con- 
sideration of the basic nature of a patent and the princi- 
ples applied in domestic patent situations will probably 
provide a reasonably safe guide. 

A patent is a grant from the sovereign and can have no 
force or effect beyond the limits of the sovereignty while 
the invention for which a patent is granted knows no such 
limits. An invention may be patented in the United 
States and the rights under the United States patent will 
be coextensive with the United States and subject to 
United States law. A British patent on the same inven- 
tion would afford protection only in British territory and 
the rights granted would be subject to British law. There 
is only one single invention but the patent rights in the 
two countries might be quite different. 

When no monopoly or restrictive condition is involved 
there is nothing illegal in an exchange of foreign pat- 
ents or licenses for domestic patents or licenses and fre- 
quently the chief value of a foreign patent to an owner 
in the United States is its value as trading material for 
United States patent rights. All of the business condi- 
tions mentioned above make it difficult for a United 


29 International Salt Co. v. United States, 332 U.S. 392 (1947). 
30 Jd. at 396. 
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States patent owner to obtain any other return on a for- 
eign patent. Some countries even require local manu- 
facture under a patent if the patent is to retain its exclu- 
sivity or even its validity. 

While a simple exchange of patent rights or licenses 
is not illegal, there are serious difficulties in imposing 
restrictions because of the territorial limitations of pat- 
ents themselves. The legality of the usual admission of 
validity is uncertain in these international situations be- 
cause such admissions are principally desirable with re- 
spect to the patents of one country while the rights or 
licenses granted are under the patents of another country. 
For example, a United States manufacturer and a Brit- 
ish manufacturer have each made an invention, each has 
patented his invention in both the United States and Brit- 
ain and the two manufacturers have made an agreement 
under which the American manufacturer exchanges his 
British patent rights for the United States patent rights 
of the British manufacturer. In such a situation, the 
British manufacturer may admit the validity of the 
United States patent on its own invention but there is 
serious doubt whether the British manufacturer may 
properly and lawfully admit the validity of the United 
States patent of the United States company since the Brit- 
ish company receives no rights under the latter patent.” 
As a practical matter it might be impossible to import 
into the United States products made under the British 
counterpart of the United States patent because the prod- 
ucts would infringe the United States patent and manu- 
facture under the British counterpart might even be con- 
strued as a sort of de facto admission at least with respect 
to the invention, but a specific admission of validity and 
particularly a positive agreement not to attack is of very 
doubtful legality. 

When an exchange agreement goes further and pro- 
vides, in the above example, that the British company 
will not export to the United States nor the American 


31 Pope Mfg. Co. v. Gormully, 144 U.S. 224 (1892). 





676 THE GEORGE WASHINGTON LAW REVIEW 


company to Britain, products embodying either inven- 
tion, legality is even more doubtful. Such a provision 
must be limited strictly to the coverage of the patents in- 
volved. The covenant of the British company not to 
export products embodying the invention of the Amer- 
ican company could not be supported on the United 
States patent but would have to find its validity in Brit- 
ish law and under the British patent. A covenant by the 
American company not to export could hardly be based 
on either United States patent. The British company 
has no rights under the American originated United 
States patent and under the United States patent origin- 
ated by itself, the British company is not trying to pro- 
tect its own operations under that patent. Other restric- 
tions such as price or field of use would be equally diffi- 
cult to sustain since the cases permitting such limitations” 
were decided on the theory that the licensor was reserv- 
ing to himself an exclusive field of use or freedom from 
price competition. 

There is one patent question raised by the Tariff Act 
which is peculiar to international trade.” Section 1337a 
prohibits import of: 

...a product made, produced, processed or mined under or by 

means of a process covered by the claims of any unexpired valid 

United States letters patent... . 
Under this section the foreign owner of a United States 
process patent might be able to grant a license and agree 
not to ship to the United States unpatented products pro- 
duced by the process. However, if the United States 
process patent belongs to an American manufacturer it 
is difficult to see how the American manufacturer could 
protect himself in an agreement with a foreigner since 
the foreigner would not be licensed under the United 
States patent and consequently the United States patent 
would not constitute a basis for the restriction. 


32 United States v. General Electric Co., 272 U.S. 476 (1926) ; General Talk- 
ing Pictures Corp. v. Western Electric Co., 305 U.S. 124 (1938). 
33 54 Srat. 724 (1940), 19 U.S.C. $1337(a) (1946). 
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In every international patent agreement where there is 
a restriction, there should be a careful analysis to deter- 
mine the particular patent under which the restriction is 
imposed and a determination whether under the law of 
the country issuing the particular patent, that restriction 
is lawful. Presumably, the presence in an agreement of 
a restriction which would be unlawful without a patent 
would permit the foreign licensee to attack the validity of 
the patent on which the restriction is based.** ‘Thus a 
restriction on import or export would, in and of itself, 
permit a foreign assignor-licensee or his customers to at- 
tack the validity of United States patents used to support 
the restriction and a holding of invalidity would neces- 
sarily mean anti-trust violation. 

The safest course is to limit international exchanges 
of patents or licenses to simple exchanges and avoid the 
imposition of restrictions or limitations by agreement. 
Each party to such an agreement may obtain the right 
to bring suit in its own country under the patents or pat- 
ent rights obtained in the exchange but any limitations 
on free competition resulting from such an exchange 
should and possibly must flow from the ownership and 
enforcement of patents or patent rights and not from the 
provisions of an agreement. 


COMPETITION—A PHILOSOPHY FOR EX- 
PORT, AND FOR DEFENSE PRODUCTION 
SIGMUND TIMBERG* 


Government anti-trust lawyers are accused of being 
blind to the facts of life, but nowhere as frequently as in 


34 Katzinger Co. v. Chicago Metallic Mfg. Co., 329 U.S. 394 (1947); Mac- 
Gregor vy. Westinghouse Electric & Mfg. Co., 329 U.S. 402 (1947). 

* Member of the bar of the State of New York and the United States Su- 
preme Court; Secretary of the United Nations Committee on Restrictive Busi- 
ness Practices; Chief of the Judgments and Judgment Enforcement Section of 
the Antitrust Division of the Department of Justice, 1946 through March 1952; 
Professor of the Continuing Legal Education Institute of Georgetown Univer- 
sity. 

The views herein expressed are those of Mr. Timberg and are not intended 
pene the official position of agencies with which the author has been 
affiliated. 
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the field of foreign trade. The implication is that the 
Antitrust Division is a futile sort of Don Quixote, stub- 
bornly but vainly spurring on the decrepit Rosinante of 
the Sherman Act and tilting the chipped lance of compe- 
tition against the revolving windmills of a cartelized 
world. 

To determine whether anti-trust on the international 
scene is in fact a romantic but feckless survival from a 
bygone economic era, and whether the judicial remedies 
that have been decreed for coping with international re- 
straints of trade are as archaic as bloodletting is for the 
cure of a sinus headache, let us look at the law cases and 
the business facts. 

Justices Jackson and Frankfurter have between them 
said, in their dissents in the Timken™ case, that the De- 
partment of Justice and the District Judge in Cleveland 
have made an over-ambitious and condemnable use of 
the concept of conspiracy; have outlawed the corporate 
parent-subsidiary device as an acceptable medium for the 
organization of international business; and have aban- 
doned the “rule of reason” because of a blind approach 
to the talismanic word “cartel.” 

So let me ask you to look, first, at the facts of the T1m- 
ken case. Second, let us examine some of the legal his- 
tory that may be relevant to the theses of the dissenting 
justices. After that, I should like to explore with you 
some of the relief awarded by the district court in the 
Timken case, and, by way of instructive comparison, that 
contained in the negotiated consent judgment against 
S.K.F. Industries.° And finally, I should like to testify 
to my own outlook on the foreign trade picture, which 
diverges radically from that of the business Cassandras 
who feel that economic forces will ultimately make us 
buckle under to cartel philosophy and cartel practices. 

First, as to the facts of the Timken case. I will neces- 


35 Timken Roller Bearing Co. v. United States, 341 U.S. 593, 605, 606 (1951). 
36 1950-1951 Trape Cases {[ 62, 7U8 (E.D. Pa. 1950). 
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sarily have to refer to the able opinion of Judge Freed 
in this case,” which was warmly commended by five of 
the Supreme Court Justices, since my only alternative is 
to give you a subjective interpretation of a 3,500-odd page 
record. Judge Freed, in the manner contemplated by 
Rule 52(a)** for the facilitation of appellate review, made 
detailed findings of fact, which, however, the two dis- 
senting justices ignored. Our legal institutions have at 
times been well served by Mr. Justice Jackson’s timely 
reminders that the conspiracy concept is a dangerous 
legal tool, but can they not also be somewhat undermined 
by judicial opinions that refer to only a single colloquy 
with government counsel and are not rooted in facts of 
record? 

The Timken case is a garden-variety international car- 
tel case, involving the division of world markets for tap- 
ered roller bearings among an American, a British, and 
a French concern. It is very difficult to distinguish in 
legal principle from such cases as National Lead® and 
Dupont-ICI,*® where patents rather than trade-marks 
were the agreed-on means of erecting private trade bar- 
riers. In fact, when this division of world territories was 
first commenced, way back in 1909, it was based on the 
world-wide assignment and allocation of patent rights. 
The 1909 patent license agreement was specifically modi- 
fied and extended by later agreements executed in 1920, 
1924 and 1925. 

It was not until 1928 that this continuing conspiracy 
took on a new look. Prior to that time, the British com- 
pany, a Vickers subsidiary, had had no corporate connec- 
tion with the American defendant, and had an entirely 
different name. In 1928 and 1929 an enterprising British 
promoter named Michael Dewar engineered a set of 


— States v. Timken Roller Bearing Co., 83 F. Supp. 284 (N.D. Ohio 


38 Fep. R. Civ. P. 52(a), 28 U.S.C. §723c (1946). 

39 United States v. National Lead Co., 332 U.S. 319 (1947). 

40 United States v. Imperial Chemical Industries, Ltd., 100 F. Supp. 504 
(S.D.N.Y. 1951). 
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agreements whereby he and American Timken would 
possess approximately equal stock interests in the British 
concern, Dewar however exercising absolute management 
control; American Timken would impart its know-how 
to the British company; and the British company would 
change its name to British Timken Roller Bearing Com- 
pany, and would manufacture and distribute all its tap- 
ered roller bearings under the Timken mark. These fea- 
tures of the new 1928 arrangements, which the Govern- 
ment urged and the court concluded were either illegal 
in themselves, or central or buttressing elements of a con- 
tinuing illicit plan to divide world markets, became anti- 
trust virtues in the eyes of the defendant. Defense coun- 
sel contended that the territorial divisions and other re- 
straints were justified as reasonable, and as ancillary to, 
first, a joint venture, second, the making available of 
know-how, and, third, the licensing of trade-marks. The 
district court dealt with these defenses specifically and at 
length, and overruled them, holding that all these aspects 
of the 1928 arrangements were incidental to a continuing 
and paramount purpose to restrain trade. 

In deciding these contested issues for yourself, consider 
some additional facts. American Timken has only a 30 
per cent interest in British Timken, since considerable 
British Timken stock was by agreement offered to the 
public. Even if American Timken exercised its option 
to purchase Dewar’s stock, British Timken would be 46 
per cent short of being a fully-owned subsidiary. Amer- 
ican and British Timken, in 1929, organized French Tim- 
ken on a 50-50 stock split basis; this is an unusual inter- 
est to give a mere corporate subsidiary. French Timken 
was, of course, given an inviolable territory of its own. 

The trial established that Michael Dewar was the abso- 
lute boss of British Timken, and the relief hearings indi- 
cated some unawareness by the American company’s 
management even of the location and amount of its hold- 
ings of French Timken’s evidences of indebtedness. 
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These latter are circumstances hard to square with either 
the notion that the foreign firms were subordinate arms 
of a joint venture, or the hypothesis of licensing of trade- 
marks, both of which presuppose a higher degree of man- 
agement control by American Timken than seems here 
to have been the case. 

In those rare cases where sales (usually of replace- 
ment bearings) were made by one co-conspirator in an- 
other co-conspirator’s territory, the alleged “joint ven- 
turers” charged each other commissions, or insisted on 
and got preferential discounts. Finally, the division of 
territories was to last until 1965. Should there be a ter- 
mination of this cartel arrangement for any reason, both 
British and French Timken—note this especially—had 
to give up the use of Timken both as a mark and as part 
of their corporate name. A more onerous sanction for 
insuring cartelization could hardly have been devised. 
After compelling the two foreign companies to use the 
Timken mark on all their tapered roller bearings, which 
meant that their entire goodwill revolved around their 
continuing right to use the word Timken, this valuable 
goodwill automatically became the possession of Amer- 
ican Timken should the cartel arrangement be at any 
time terminated. If this be a joint venture, then there is 
some ground for inferring that a peon is a joint venturer 
with the owner of the hacienda. 

The district court also found that the defendant and 
the two co-conspirators had a monopoly of tapered roller 
bearings within their respective areas, and that they made 
concerted use of their monopoly power against outside 
competition. Its opinion also concluded that competition 
was possible in the foreign commerce with respect to tap- 
ered roller bearings and that it had been prevented by 
the agreements and acts of the defendant with its co-con- 
spirators, which included price fixing. 

Now, a few words as to the state of the law that might 
be assumed to underlie the dissenting opinions.“ Here 


41 See note 35 supra. 





682 THE GEORGE WASHINGTON LAW REVIEW 


you are going to have to rely on me rather than one of 
the learned justices, the only reference to precedent in 
the two opinions being a general reference to the Banana* 
case, as supporting a different standard of anti-trust rea- 
sonableness for foreign trade than for domestic com- 
merce. Reason is an enduring commodity, so no one can 
properly complain that the Banana case was decided in 
1909. 

Let us merge the consideration of Mr. Justice Jack- 
son’s conspiracy point, and his desire to vindicate the le- 
gality of the parent-subsidiary relationship; the two 
points obviously intertwine. Has not a straw man been 
created? Have not unnecessary shivers been sent up the 
sensitive spines of anti-trust counsel with international 
business clients? 

In the first place, the Sherman Act prohibits any con- 
tract or combination in restraint of trade, not merely any 
conspiracy.” Five cases involving domestic restraints of 
trade had held that a parent could conspire with even a 
100 per cent owned subsidiary to restrain trade, without 
provoking more than the usual ripples of law journal 
comment. Why? Because the basis of a Sherman Act 
violation is restraint of trade, not the mechanisms where- 
by that restraint is accomplished. 

This point seems so elementary, that I must apologize 
for belaboring it. Brilliant advocates, however, seem to 
have a propensity for missing it. 

I have here in my hand a pen. It is difficult either to 
run a bank, or to forge a check, without using a pen. Yet 
I have never heard of any defendant explaining away a 

42 American Banana Co. v. United Fruit Co., 213 U.S. 347 (1909). Accord- 
ing to Mr. Justice Clark in Steele v. Bulova Watch Co., 344 U.S. 280 (1952), 
the Banana case meant only “that a violation of American laws could not be 
grounded on a foreign nation’s sovereign acts. Viewed in its context, the hold- 
ing in that case was not meant to confer a blanket immunity on trade practices 
which radiate unlawful consequences here, merely because they were initiated 
or consummated outside the territorial limits of the United States. Unlawful 
effects in this country, absent in the posture of the Banana case before us, are 
often decisive; this Court held as much in Thomson v. Cayser, 243 U.S. 66 


(1917), and United States v. Sisal Sales Corp., 274 U.S. 268 (1927).” 
4326 Stat. 209 (1890), 15 U.S.C. §1 (1946). 
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forgery indictment on the ground that it was an exercise 
in Spencerian penmanship. Furthermore, neither the 
banks nor the pen manufacturers of this country have 
complained that indictments for forgery were cramping 
their respective businesses, 

Now do the following substitution in your own mind: 
For “banks,” substitute “export businesses.” Instead of 
“pen,” think of “corporate subsidiary.” The equivalent 
of “forging a check” is “restraining trade.” In lieu of 
“forgery indictment,” we have a “charge of anti-trust 
violation.” The “pen manufacturers,” in what I hope is 
not too drawn out an analogy, are you private lawyers, 
the “creators of corporate subsidiaries.” 

What have we got now? “It is difficult either to run 
an export business, or to restrain trade, without using 
corporate subsidiaries. An American exporter should 
hardly expect, however, to defend a genuine charge of 
anti-trust violation on the pretext that he was making use 
of corporate subsidiaries. Furthermore, the pendency of 
anti-trust charges against occasional anti-trust violators 
should not unduly cramp the style of the conscientious 
lawyer or of the law-abiding exporter.” 

In short, the fact that one corporation holds the stock 
of another may on occasion lead to consequences that vio- 
late the Sherman Act. The New Jersey Holding Com- 
pany Act was passed, as Mr. Justice Rutledge had pointed 
out, the year before the Sherman Act. But the Northern 
Securities“ case affirmed the paramount nature of the 
Sherman Act, and, when the “rule of reason” was enun- 
ciated in the Standard Oil* case of 1911, it was clearly 
indicated that the Act reached all restraints of trade, by 
whatever means effectuated. 

As to the practical bearing of the “rule of reason” in 
this case—let all hands join in endorsing its theoretical 
applicability—I make only one comment at this time. 


44 Northern Securities Co. v. Urtited States, 193 U.S. 197 (1904). 
45 Standard Oil Co. of New Jersey v, United States, 221 U.S, 1 (1911). 
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Unless the “rule of reason” be grounded on the current 
facts of business life, it can become as talismanic a con- 
cept as cartel, and perhaps as sinisterly subjective. I in- 
tend, as I have said, to close these remarks with a brief 
survey of some of these current business facts. 

Is the relief provided for in anti-trust judgments realis- 
tic, or is it the visionary dream-world of frustrated legal 
long-hairs? 

There are two comprehensive precedents in this area— 
the litigated judgment in the Timken case, and the nego- 
tiated consent judgment in the S.K.F. case. Except on 
the issues of stock divestiture and trade-mark relief, the 
basic principles underlying both judgments are the same, 
although the tightness and the detail of the implementa- 
tion of those principles differ considerably. Let me dis- 
cuss, briefly, the divestiture and trade-mark aspects of 
the Timken judgment, and then pass on to an equally 
cursory discussion of the S.A.F. judgment, considering 
in that connection only the broad topics of compulsory 
sale, foreign distributorships, and over-all foreign trade 
promotion, in addition to trade-mark relief. 

The district court was clearly reversed as to its order 
that American Timken divest itself of its stock interests 
in British and French Timken, Mr. Justice Reed and 
Mr. Chief Justice Vinson joining the two dissenting 
brethren on this issue alone. It is food for thought that, 
even with two justices finding American Timken inno- 
cent of any wrong-doing, three justices still held that 
divestiture was not only appropriate and logical, but 
necessary. Without going into a necessarily psycholog- 
ical analysis of how the Supreme Court may react in the 
future, let me point out that Mr. Justice Reed’s opinion 
reversing the district court on divestiture declined to re- 
verse National Lead, which had upheld divestiture as a 
remedial alternative; held that divestiture, while not nec- 
essary in this case, was nof confiscation; indicated that 
divestiture was a second resort if the defendant failed to 
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comply with the injunctive relief provided for by the 
Court; and, by leaving the two foreign companies under 
the corporate control of an American defendant, im- 
pliedly subjected them to the reserved jurisdiction of the 
Cleveland District Court. 

The trade-mark relief in the Timken case is like a sub- 
merged iceberg—so little of it shows above the calm liter- 
ary surface of a judgment that mentions the word “trade- 
mark” only once. Because of this factor, let me describe 
the full scope of the trade-mark relief :— 

First, there is what I would call the “hidden divesti- 
ture” in the case. Judge Freed not only terminated the 
illegal agreements involved, but also enjoined the defend- 
ant from further performing or enforcing any of their 
provisions, “including those involving rights or obliga- 
tions upon termination.” ‘This would appear to strike 
down American Timken’s alleged reversionary right to 
the use of the Timken mark and name in foreign coun- 
tries, which Timken counsel said made them the equi- 
table owners of the mark abroad. 

If you agree with the contentions of defense counsel, 
this is a substantial loss indeed to American Timken be- 
cause these foreign trade-marks were substantial enough 
to furnish the basis for the alleged trade-mark licensing 
that was one of Timken’s principal defenses. If you 
follow the district court’s opinion and the Government’s 
argument, American Timken suffered no substantial loss, 
because its equity in the foreign trade-marks was nebu- 
lous and the Timken mark itself was a weak one. The 
fact that Timken is a surname and is used as a trade name 
means that it is not a “technical trade-mark,” and, in the 
bulk of the foreign countries outside of American Tim- 
ken’s trade territory, the mark was registered in the name 
of others than American Timken. From the Govern- 
ment’s standpoint, the defendant’s non-competitive con- 
duct had divided and diluted the significance of the Tim- 
ken mark as far as a purchaser of bearings was concerned, 
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since he became somewhat confused as to which company 
he might be purchasing from. An aggressively pursued 
competitive campaign, on the other hand, would, in my 
opinion, have safeguarded the defendant’s foreign trade- 
mark rights, and not subjected American Timken to the 
attack that it had not used the trade-mark or had aban- 
doned its use thereof. 

In order apparently to remedy its confused foreign 
trade-mark picture, and possibly to temper the shorn for- 
eign trade-mark lamb to the anti-trust wind, Timken vol- 
untarily re-arranged its foreign trade-mark position. On 
October 12, 1949, nine days after the relief hearings 
closed, the mission which Timken had apparently dis- 
patched to London concluded a conference there with 
British Timken and French Timken representatives. 
The memorandum of that conference, later introduced 
into the record of the case and hence before the district 
court when it handed down its judgment, is in fact an 
agreement to recognize as valid the use both by Amer- 
ican Timken and British Timken of the Timken trade- 
mark in foreign countries. This, it was arranged, would 
be done by the use of one of two devices. Under either 
device, it would apparently be immaterial whether Am- 
erican Timken or British Timken was the proprietor of 
the mark, or had registered the mark. The other com- 
pany would, in either event, remain or become either the 
licensee of the mark or become the registered user of 
the mark. The institution of registered user, whereby a 
company that is not the proprietor of a mark obtains the 
right, upon compliance with certain formalities, to reg- 
ister as a user of the mark, is alien to our American trade- 
mark system but has been gaining acceptance in the trade- 
mark legislation of foreign countries. In sum, while for- 
eign customers of tapered roller bearings stamped with 
the Timken mark may still be confused as to the source 
of origin of those bearings, exports of such bearings from 
the United States into foreign countries are now possible. 
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The Timken judgment contains a specific injunction 
against Timken granting any right or immunity under a 
trade-mark or name on a condition or requirement that 
the grantee allocate territories, fix prices, or engage in 
any other restraints of the type which were found to have 
taken place in the case. There are also, of course, the 
customary general injunctions against territorial divi- 
sions, price-fixing activities, non-permitted use of the co- 
conspirator as a sales agent, representative, etc. These 
injunctions would obviously prevent the use of a trade- 
mark or name to accomplish such prohibited practices. 

Let me now pass on to the terms of a judgment nego- 
tiated with a company that was at the time under the man- 
agement of a leading citizen of Philadelphia who is one 
of the nation’s outstanding industrial statesmen, Bill Batt. 
The negotiated consent judgment against S.K.F. Indus- 
tries contains no divestiture provision. Ninety-seven per 
cent of the stock of this company was owned by a Swedish 
parent, which I shall call Svenska. There was a con- 
tested and unresolved issue as to whether the Government 
had jurisdiction over Svenska, but Svenska consented to 
and approved the entry of this judgment against its sub- 
sidiary and also indicated that the judgment represented 
its own policy towards the operations of its subsidiary. 

The trade-mark relief in the case took the form of re- 
quiring S.K.F. to adopt an additional mark, other than 
its present mark, for export purposes; to secure the reg- 
istration thereof in all countries in which Svenska or 
Svenska affiliates sold bearings in substantial quantities; 
to notify the trade generally, as well as specific corre- 
spondents who made written inquiry, of the fact that they 
were manufacturing and had available for sale bearings 
under this new additional mark; to proceed to manufac- 
ture and build up inventories of bearings marked with 
the additional mark; and to so package, advertise and dis- 
tribute the bearings thus marked as to place emphasis 
upon the additional mark. In sum, what S.K.F. was 
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obligated to do by the judgment was to build up a good- 
will for this additional mark that could be distinguished 
from the goodwill that Svenska had built up for the 
S.K.F. mark. In addition, in order to set free the import 
trade of this country, S.K.F. was enjoined from interfer- 
ing with Svenska’s imports into this country by the bring- 
ing of trade-mark infringement proceedings. 

S.K.F. was also ordered and directed to sell bearings 
for export to any person desiring to purchase them, on 
prices, terms and conditions of sale established in the sole 
interest of promoting S.K.F.’s own business. While 
allowed to keep on selling bearings marked with the old 
S.K.F. mark to Svenska’s affiliates, S.K.F. was to en- 
deavor even there to make sales of bearings marked with 
the additional mark. 

S.K.F. was likewise directed to use its best efforts to 
establish, as its distributors, outfits other than the affili- 
ates of Svenska, its Swedish parent. Those best efforts 
were to include actual advertising in foreign trade jour- 
nals that S.K.F. was seeking new distributors for its bear- 
ings. The judgment, of course, contained specific injunc- 
tions against referring orders or inquiries for bearings to 
Svenska or its affiliates. 

Was the program outlined under the judgment vision- 
ary, or has it resulted in concrete pro-competitive results? 
Let me defer an answer until after I have given you some 
thoughts as to the realities of the foreign trade situation. 
Let me divide this troublesome question of reality into 
its psychological, legal, political, diplomatic and social 
aspects. 

First as to the psychology of the situation. If one be- 
lieves the economic experts and the legal briefs that have 
appeared in behalf of anti-trust defendants, the Amer- 
ican exporter, whether a manufacturer or not, is a sort of 
Harry Houdini. Some of you may recall the fantastic 
stories of how Houdini would permit police chiefs all 
over the world to tie his hands and feet with ropes, hand- 
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cuffs, chains and wet rags; place him in a locked trunk; 
lower the trunk into a river or other body of water; and 
wait for Houdini to re-appear if he could. The Amer- 
ican international business firm would seem to be roped 
hand and foot by customs barriers, chained down by cur- 
rency controls, handcuffed by import quotas and other 
nationalized restrictions. But I never heard of Houdini 
agreeing with any police chief not to escape from the 
locked trunk. Similarly, if foreign trade is such an im- 
possible affair as some experts have alleged, why should 
it be necessary for an American firm to agree with for- 
eign firms to keep out of their trade territories?*° 

On the legal side, until the dissents in the Timken case 
appeared, there seemed to be no disagreement with Judge 
Rifkind’s statement in the National Lead case that the 
difficulties of foreign trade in a cartelized world were a 
matter for Congress, not the courts. The dissenting jus- 
tices would appear to have, on this score at least, become 
judicial activists. 

Looking at the domestic political situation within 
other countries, there are distinct signs that the grip that 
the cartel psychology has had over the business men and 
governments of foreign countries is being relaxed. After 
a statutory hiatus of three centuries, England has adopted 
a Monopolies and Restrictive Practices Act, setting in 
motion a limited type of Federal Trade Commission in- 
vestigative procedure. The parliamentary debate on the 
second reading of this bill reads like our own Temporary 
National Economic Committee Hearings on Concentra- 


48“Tf all the impediments to foreign trade existed ever since 1914, which 
became more and more pronounced to the present day, why were the contract- 
ing parties, defendant, British Timken and French Timken so concerned about 
air-tight agreements to keep each one within its own commercial domain? The 
repeated and persistent provisions of the successive contracts, for territorial 
restrictions, contradict any claim of lack of ability to compete. 

“Local and national pride in domestic goods and sales resistance to foreign- 
made products have always been obstacles to import and export trade. The 
ingenuity of the American businessman, fortified by the advantages of free 
competition, in many instances has been able to penetrate the strongest tariff 
walls.” United States v. The Timken Roller Bearing Co., 83 F. Supp. 284, 
317 (N.D. Ohio 1949). 
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tion of Economic Power.“ In that debate the United 
Kingdom’s impoverished status has been blamed on its 
reliance on reserved markets, and American prosperity 
has been specifically attributed to the Sherman Act. Lis- 
ten to this statement from Harold Wilson, former head of 
the British Board of Trade, made as late as April 20th 
of last year: 

Apart from what can be achieved by increased efficiency in 
production and distribution, there is a strong feeling in the coun- 
try that it is the Government’s duty to protect the consumer to 
the full against any abuse of monopoly power, whether by single 
combines or by price fixing or other restrictive associations.** 

The Union of South Africa has begun to discuss an 
anti-trust law with teeth. Decartelization and deconcen- 
tration have, since the end of World War II, been ad- 
vanced as basic economic policies for Western Germany 
and Japan, as part and parcel of the program for restor- 
ing them to the community of nations. The Swedes, 
originally diehard protagonists of the cartel way of life, 
have adopted legislation designed to bring the activities 
of cartels into the open, are considering stronger meas- 
ures, and have fulminated against the operations of the 
international oil cartel. This is no American anti-truster 
speaking, but the Chairman of the Swedish Conservative 
Party: 

In order to improve conditions [in Sweden] the prerequisites 
of free competition must be reestablished, partly by abolition of 
regulations and partly by liberalization of foreign trade. The 
leading economic organizations must simultaneously attack 
monopolism.*® 

The Schuman Plan setting up a European Coal and 
Steel Community, although it has some restrictive fea- 
tures, condones them as primarily transitional and emer- 
gency matters. It looks definitely in an anti-cartel direc- 


47 Hearings before the Temporary National Economic Committee Congress 
of the United States on Concentration of Economic Power, 75th Cong., 3d 
Sess. (1940). 

48 Hansard, April 20, 1950, cols. 369-371. 

49 Jarl Hjalmarson, Chairman of the Swedish Conservative Party, Aften- 
posten, Olso, Norway, March 7, 1950. 
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tion, and strikes at the heart of the territorial divisions 
that have, for centuries, bedeviled the European coal and 
steel industry. Anti-trust legislation is being considered 
in France and Italy. Former Premier Pleven, in spon- 
soring his anti-cartel legislation, has laid emphasis on the 
basic proposition that cartels and monopolistic practices 
have caused excessive prices and lead to insufficient pro- 
duction. I believe his remarks are worth quoting, be- 
cause it is so necessary, in the light of the current inter- 
national crisis, that Western Europe attain the highest 
possible levels of industrial production: 

The insufficiency of our productivity and the excessive costs 
of certain of our manufactured products frequently stems from 
these practices, inspired by the worst form of dirigism, which 
permit the most inefficient producers to subsist without the in- 
centive to improve and others to benefit from excessive profits, 


all to the detriment of the community. Competition is the price 
of liberty.°° 


Austria has already adopted some mild legislation on this 
subject, and a similar development is being discussed in 


Norway. 

One should, of course, not minimize the difficulties that 
still lie in the way, and it would be foolish to underesti- 
mate the strength, or even the sincerity, of those in other 
lands who believe that the competitive way of life is dead 
or outmoded. But, with these surface indications that 
the foreign glacier of cartel regimentation is at least to 
a mild extent receding, is this the time for us to sell the 
competitive free enterprise system down the river? 

In addition to actively encouraging the anti-cartel leg- 
islation in foreign countries that I have just described, 
this Government was of course for some years the lead- 
ing protagonist of the Havana Charter” for an Interna- 
tional Trade Organization designed to free foreign trade 
from tariff and other governmental controls, as well as 
from controls by private businessmen in the form of 


50 Journal Officiel, August 8, 1951. 


51 Havana Charter for an International Trade Organization, March 24, 1948, 
Dep’t of State Publication No. 3206, Commercial Policy Series 114. 
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restrictive business agreements and practices. It is worth 
noting that the Charter was originally signed by the rep- 
resentatives of 54 countries. While the specific mech- 
anism of the International Trade Organization is no lon- 
ger being pressed, this Government is still committed to 
the Charter’s condemnation of restrictive business prac- 
tices. Foreign and domestic commentators alike have 
made the point that the private trade controls inherent 
in restrictive business practices, unlike publicly-imposed 
ones such as tariffs and import quotas, are anti-demo- 
cratic. 

Leading industrialists in this country have joined those 
abroad in recognizing that the removal of restrictive car- 
tel practices must be accomplished if Western Europe is 
effectively to cope with the Soviet physical threat and the 
intellectual challenge of Marxist philosophies. An in- 
flation-ridden and under-producing economy is delect- 
able red meat for the Russian Bear, and both features are 
direct products of the cartel system. This would appear 
to be why Congress adopted the so-called Benton Amend- 
ment to the Mutual Security Act” laying down the legis- 
lative policy that foreign aid be so used as to discourage 
cartel practices. As a commentator on the Swiss scene 
has pointed out: 

It is gradually being recognized in Europe that private restric- 
tions on competition are something more serious than an Amer- 


ican hallucination growing out of the United States experience 
with anti-trust policy.** 


Perhaps some of you feel that I have been merely talk- 
ing pious legislative preambles and spouting economic 
metaphors, and are asking the practical question: “What 
about this competitive system? Does it work? Does it 
produce business results?” I recently asked Mr. Rich- 
ard De Mott, the present head of S.K.F. Industries, 
about the foreign trade operations of his company since 


5265 Stat. 382 (1951), 22 U.S.C. § 1667 (Supp. 1952). 


53 Michael L. Hoffman, Cartels in Europe Said to Balk Trade, N.Y. Times, 
May 30, 1950, p. 8, col. 2. 
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the entry of the judgment against his company that you 
heard me describe earlier. The information I received 
from him is illuminating. In the little over a year that 
the judgment provisions have been operative, S.K.F. has 
applied for the registration of a new mark, the Hess- 
Bright mark, in over 30 foreign countries, and has ap- 
pointed 32 Hess-Bright distributors, none of whom are 
affiliates or agents of Svenska, the Swedish parent. Nego- 
tiations are being conducted at the present time for the 
appointment of 15 more Hess-Bright distributors. More 
and more lines of Hess-Bright bearings are being added 
to the company’s production program, and a surprising 
percentage of Hess-Bright bearings is being sold domes- 
tically and even to the established Svenska foreign dis- 
tributors, who might be expected to favor the old S.K.F. 
trade-mark. At the end of the first year of practical 
operations under the judgment, S.K.F.’s foreign sales 
exceeded those for the previous year by 33 per cent, and 
the backlog of unfilled foreign orders had increased 170 
per cent. Orders for the month of January of this year 
were 30 per cent of the entire shipments for the year pre- 
ceding. If other American manufacturers can show the 
same results in foreign markets, Houdini, the American 
exporter, would seem to be capable of escaping from his 
locked trunk. 

In conclusion, let me state my own personal conviction 
that the judicial “rule of reason” in foreign trade matters, 
and the political and economic role which this country 
must continue to play in the world if it is to protect and 
conserve its own institutions, call for the same spirit and 
rest on the same principles. What is needed is not acqui- 
escence in the inevitability of a closed, predetermined car- 
tel system, but the will to try to convince others of the 
benefits of a free and open competitive system. Any rule 
of reason for foreign trade should take account of the fact 
that not only is foreign trade taking place, but also that 


it may perhaps be expanding rather than contracting. 
3 





694 THE GEORGE WASHINGTON LAW REVIEW 


And any account of this nation’s colossal world-wide 
commitment to stem the tide of political and economic 
totalitarianism must necessarily include, as an essential 
and integral part thereof, vigilant efforts to maintain and 
expand the competitive philosophy. 


DISCUSSION PERIOD 


Q.—Is it lawful for an American corporation in licens- 
ing its trade-marks to require the foreign licensee to ad- 
here to standards of quality periodically established and 
policed by the American manufacturer? 

A.—Mr. Derenberg—I would say that there is very 
little doubt that it is lawful. It is certainly lawful under 
our law and I think the answer to the question depends 
upon the law of the country where the license is effected. 
If the law of that country permits this type of trade-mark 
license with proper control, such as the British do under 
their registered user system, I certainly think such a li- 
cense would be valid and would not run afoul of any 
provision of our law. 

Q.—May a United States corporation lawfully give to 
its wholly-owned foreign subsidiary the exclusive right 
to use its trade-marks in the country of domicile of the 
foreign subsidiary? 

A.—Mr. Derenberg—lI believe an American corpora- 
tion has that right. Lacking all the elements of a con- 
spiracy, such as appeared in the Timken case, I think an 
American corporation may appoint an exclusive distribu- 
tor and give him exclusive rights in his own country. 

Q.—Is it lawful to grant a license to make, use and sell 
throughout the United States, its territories and posses- 
sions, under a United States patent, or does this form of 
licensing imply a territorial restriction which would pro- 
duce a violation of the foreign commerce provision of 
the anti-trust law? 

A.—Mr. Timberg—Of course, it is lawful to grant a 
license to make, use or sell throughout the United States, 
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its territories and possessions. In fact, | do not know 
what else you could do if you were granting a license 
under a United States patent. As to whether this form 
of licensing implies a territorial restriction which would 
produce a violation of the foreign commerce provisions 
of the anti-trust laws, any such implication would have to 
be drawn from attendant business facts and circum- 
stances, ulterior purposes, and other motives that have 
influenced the parties, which are not present in this ques- 
tion. 

Q.—May a United States company owning patents in 
foreign countries grant exclusive licenses to manufacture, 
use and sell in the foreign country? 

A.—Mr. Diggins—I would think that a United States 
company owning patents in a foreign country could 
clearly grant them either exclusively or non-exclusively 
and that neither method of grant would be illegal or in 
any way a violation of any anti-trust laws in this country. 

A.—Mr. Timberg—I think that it might be a good 
idea to find out whether the patents really covered the 
area of manufacture that was involved. 

Q.—Miust a cross-license involving particular patents 
of a foreigner in this country and particular foreign pat- 
ents of a United States owner be non-exclusive, or can it 
convey exclusive rights to each party? 

A.—Mr. Diggins—I see no difficulty in making such 
cross licenses exclusive. I see no difficulty in just swap- 
ping patents or even in swapping the title to the patents. 
The mere fact that, by reason of that exchange, import 
into the United States and export to the foreign country 
will be impossible by operation of the patent laws is im- 
material. I think the difficulty arises when the parties 
go beyond the patent laws, and restrictions are imposed 
by agreement. I think that is where the trouble arises 
and not by the exchange or by the fact that the exchanges 
are either exclusive or non-exclusive. 

Q.—Assuming that a United States corporation owns 
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a patent which has been held valid by the United States 
Supreme Court and that there is a British patent which 
is a duplicate of the American patent, is it lawful for a 
United States corporation to license a British company 
under the British patent on the condition that the Brit- 
ish company admit the validity of the United States pat- 
ent or that it agree not to export back into the United 
States? 

A.—Mr. Timberg—First of all I would say that I am 
a little bit surprised that an American corporation that 
has a valid American patent should have to write into a 
license agreement a provision that prohibits the British 
company from exporting back into this country. I think 
that you will find, in the majority of situations that would 
actually arise, that the patent is possibly not as valid as 
the American company would like to have others believe 
or that the patent only covered minor parts of an overall 
assembly. I would think that either condition would be 
very dangerous. Anyway, on the assumption that the 
American patents are valid, these would be foolish pro- 
visions to include. 

A.—Mr. Diggins—I would answer that question on the 
basis of strict patent law that such a provision would cer- 
tainly not be proper or binding and would probably be 
illegal. I would base that on the Pope v. Gormully”™ 
case where there were a group of patents and the licensee 
was required to admit the validity of the whole group 
including those under which he was not licensed. The 
Supreme Court held that it was improper to require the 
licensee to admit the validity of patents under which he 
is not licensed. In this situation, even though the Brit- 
ish patent is a duplicate of the United States patent and 
the latter has been held valid by the Supreme Court, the 
fact is that the Britisher is not licensed under the United 
States patent and I do not think there is anything in our 
law which would make proper the admission of validity 


54144 U.S. 224 (1892). 
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of one patent by the licensee under another patent 
whether the other patent is United States or British. I 
can think of nothing in our law which would authorize 
the admission of validity of this United States patent. I 
think it is a matter of bad patent law as well as probably 
bad anti-trust law. 

Q.—If the Timken agreement had applied only to 
bearings carrying the Timken trade-mark and had per- 
mitted British Timken to sell bearings in the United 
States under some other trade-mark, or the United States 
company to sell in Britain under trade-marks other than 
Timken, would the result of the Timken case have been 
different? 

(Professor Oppenhetm—I suppose we must assume in 
connection with this question that there was no central 
finding of fact of the cartel arrangements as actually 
appeared in the Timken case.) 

A.—Mr. Derenberg—lI believe the result would have 
been different only with regard to the Government’s 
theory of misuse of the Timken trade-mark and the spe- 
cific “trade-mark relief” which the Government was 
seeking. Since both courts found Timken guilty of 
numerous restraints other than trade-mark misuse, the 
outcome of the case would in all probability have been 
the same and the various business agreements between 
American Timken and British Timken providing for 
territorial and price restrictions would have been illegal 
even if British Timken had been permitted to use another 
trade-mark. 

A.—Mr. Timberg—I agree with Dr. Derenberg. 
Assuming that the only restraint in the case had been 
the trade-mark restraint, the adoption of different trade- 
marks by the American and British company would have 
withdrawn the trade-marks as an instrument of import 
and export control. That has been our sole interest, or 
I should say, our primary interest so far as international 
divisions of territory based on trade-marks are concerned. 
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We have provisions in our judgment that are intended to 
safeguard the legitimate use of trade-marks and, had the 
only barrier to international trade been the existence of 
a commonly owned mark licensed to different companies 
in different countries of the world, I think this proposal 
would have removed this restraint. 

If the trade-mark picture is imbedded in a pattern of 
trade restraints, you need more aggressive and radical 
measures with respect to the trade-mark than would be 
necessary in a situation where there had been no pattern 
of conspiracy. 

Q.—Assuming that the license contains no restriction 
on the sale of products by either party in any country, 
may a United States corporation enter into an agreement 
for the exchange of know-how with a condition that the 
United States corporation is not to manufacture in the 
foreign country but there is no restriction as to manu- 
facture by either party in the United States? 

A.—Mr. Diggins—It seems to me that this might very 
well be one of those situations where the “rule of reason” 
would be applied. I think we can start with the assump- 
tion that not only are those exchanges of know-how not 
illegal but are really generally in the public interest and 
I think they have been so recognized a number of times. 
The only prohibition and restriction in this case is the 
right of the American company to manufacture in the 
foreign country, and I feel that this is a situation where 
possibly the “rule of reason” could be applied, .e., that 
if the restrictions were in effect ancillary to and no 
broader than the exchange of know-how, and assuming 
that there is an actual exchange of know-how and not 
merely a subterfuge involved, such procedure might be 
sustained. 

Q.—Would it make any difference in the answer you 
have just given if the agreement contained a further pro- 
vision prohibiting the foreign licensee from manufactur- 
ing in the United States using the licensor’s know-how? 
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A.—Mr. Diggins—I think that might well be covered 
by the same theory. The only thing that I know of in- 
volving a straight question of know-how exchange and 
territorial division was actually decided by the “sale of 
business” theory. The court held that the know-how and, 
I believe, a small customers’ list that accompanied it was 
a business and that the agreement not to compete was 
ancillary to the sale of the business. I think that, like 
the former answer, it might be covered by the “rule of 
reason.” I do not think that it would illegal “per se.” 

Q.—Where a United States manufacturer desires to 
license trade secrets abroad and, in order to minimize 
any danger of losing his property in those secrets by rea- 
son of their becoming common knowledge in the trade, 
he wants to license only to one or a comparatively few 
carefully selected licensees with provisions against dis- 
closure, assignment, and sub-licensees, is this an improper 
thing to do under the United States anti-trust laws? 

A.—Mr. Diggins—I do not think that there is really 
much of a question to this one. I think that, just as the 
seller has the right to choose his own customers, it is clear 
that the patentee has the right to choose his own licen- 
sees, and I certainly think the seller or licensor of know- 
how would have the right to choose the people to whom 
he will disclose this confidential information. In other 
words, this confidential information raises a more or less 
trust relationship so that I think he would have even a 
little bit greater freedom in selecting his licensee and 
certainly in imposing strong restrictions on disclosure. 

Q.—May an American manufacturer prevent reim- 
portation of his own merchandise where he has a regis- 
tered United States trade-mark? 

A.—Mr. Derenberg—That is a very interesting ques- 
tion. Not so long ago the Gillette Company was faced 
with a situation involving millions of blades which had 
been sent over to Europe during the war. Someone over 
there bought up those blades and tried to reimport them 
into this country and sell them here at lower prices. The 
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question arose as to whether you can do anything under 
either the Lanham Act or the Tariff Act to prevent re- 
importation of such merchandise. The Bureau of Cus- 
toms has taken the position that the Acts refer only to 
merchandise of foreign manufacture and that, therefore, 
there was no authority under either Act to prevent reim- 
portation of your own genuine merchandise even though 
in that particular case it may be very desirable to do so. 

Q.—Referring to a matter embraced in Mr. Timberg’s 
paper, is it felt that the effects of the S.K.F. decree could 
have been achieved if the foreign sales increases were 
not due to the fact that the United States was giving 
away money abroad? 

(Professor Oppenheim—Do you think that you are 
claiming too much for the effects of your consent decree, 
Mr. Timberg?r) 

A.—Mr. Timberg—Those of you who have listened to 
my words and to the enthusiasm with which I spoke may 
not have discerned the fact that I was not claiming credit 
for the consent decree. I was addressing myself to the 
purely negative proposition that, since this is a cartelized 
world, free foreign trade is impossible, and merely 
pointed out that there are circumstances in which free 
foreign trade is possible and is on the increase. I would 
be the last person to deny that the defense effort and some 
of our subsidizing of the economies of other countries 
have helped to make this thing possible, but at least it 
proves that it is possible. I should like to leave my ques- 
tioner with this counter question: Is a world crisis the 
only type of thing which is capable of producing fuller 
and freer foreign trade? 

Q.—May a United States corporation with a well- 
established distribution organization enter into an exclu- 
sive arrangement with a foreign corporation whereby the 
foreign corporation manufactures goods under its pat- 
ents exclusively for the American corporation and the 
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American corporation acts as exclusive distributor of 
such products in the United States? 

A.—Mr. Diggins—I would think that the method by 
which this was accomplished might very well have some 
effect on the answer. First of all, I do not see where it 
makes a great deal of difference whether the manufac- 
turer is a foreign corporation or a domestic corporation. 
If we assume that it is a foreign manufacturer, he would 
certainly have the right, under the Colgate™ decision, to 
select only one distributor. This is, of course, apart from 
any independent restrictive agreements, conspiracies or 
monopolies. Secondly, of course, the American distrib- 
utor would have the right to act alone to buy its goods 
solely from the foreign manufacturer. I think that this 
situation would be covered more by a case such as Stand- 
ard Oil of California® rather than being a patent or trade- 
mark question. It seems to me that an agreement of this 
type, where a distributor will buy from no one but this 
manufacturer and the manufacturer will sell to no one 
but this one distributor, would be very dangerous under 
the Standard Oil of California case. 


S. CHESTERFIELD OPPENHEIM ™ 
Concluding Remarks 


I think it may fairly be said that the final outcome of 
this Round Table is a large and assorted package of 
unsolved, but not necessarily insoluble, legal counseling 
problems on foreign commerce and the anti-trust laws. 
Let us hope this has not left you with the feeling that 
government, businessmen, and their attorneys will have 
a surprise package which should not be opened lest it be 
discovered that there is no Santa Claus after all. 


55 United States v. Colgate & Co., 250 U.S. 300 (1919). 
56 Standard Oil Co. of California v. United States, 337 U.S. 293 (1949). 


5? Professor Oppenheim was asked to summarize the viewpoints of Messrs. 
Derenberg, Diggins, and Timberg, and in addition to present his own reactions 
to the viewpoints expressed. 
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Mr. Timberg has put into the package his sincere con- 
viction that the false prophets of doom, who think that 
American business will have to succumb to the wooings 
of the cartel system, had better devote their attention to 
spreading the American way of competitive enterprise. 

From today’s discussion, it is apparent that there are 
alternatives in public policy which face us in connection 
with the present trend in the enforcement of the anti- 
trust laws in foreign commerce. 

One view is that there should be a legislative approach 
to amendment, particularly of the Sherman Act. This 
view breaks down into different proposals. One calls for 
further exemptions of certain activities in foreign com- 
merce, patterned on the type of legislation under the Ex- 
port Trade Act. A second approach would amend the 
Sherman Act by making more specific what may or may 
not be done in foreign commerce arrangements. A third 
would preserve the present generality of the standards 
of the Sherman Act but would specifically sanction the 
application of the “rule of reason” to foreign commerce 
transactions. 

Another view rejects legislative amendment and would 
work toward ultimate acceptance by the Supreme Court 
of a judicial “rule of reason,” either limited to foreign 
commerce situations where there are no naked cartel 
restrictions, or applied to all situations in foreign com- 
merce, even those in the image of cartels. 

A third view is like Mr. Timberg’s plea to hold fast 
to the strict construction of the Sherman Act and rely 
upon the ingenuity of American business to out-Houdini 
Houdini. In the meantime, American business will wait 
until the political and economic police chiefs in other 
countries take the Houdini act off the commerce stage by 
unlocking the handcuffs, cutting the ropes, and removing 
the wet rags of foreign trade barriers. 

Perhaps the underlying theme in today’s interchange 
of views is the tug of war between the “per se” violation 
doctrine and the “rule of reason.” 
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Mr. Timberg’s understandable affection for the Tim- 
ken case leads him to imply that Justices Jackson and 
Frankfurter should have done more home work on the 
record evidence in support of Judge Freed’s findings of 
fact. He is quite correct when he characterizes the Na- 
tional Lead, Timken, and Du Pont-ICI cases as “garden 
variety” international cartel arrangements, provided one 
does not question the central findings of fact from which 
that conclusion is drawn. Mr. Diggins apparently also 
agrees that the findings of fact in those cases were ad- 
dressed to the agreements which formed the nucleus of 
the condemned cartel practices. 

When it comes to the “rule of reason,’ Mr. Timberg 
really parts company with Mr. Derenberg (and, I must 
confess, with me). Mr. Timberg is merely willing to 
say “let all hands join” in endorsing the theoretical appli- 
cability of the “rule of reason” to all restraints of trade 
as outlined in the 1911 Standard Oil case dictum. In the 
context of his remarks, some may think he really gives us 
words of promise to the ear to be broken to the hope. 
For, if I interpret his position correctly, his expectations, 
that an application of the “rule of reason” in foreign 
commerce will result in a conclusion that the arrange- 
ments between an American and foreign company are 
reasonable, virtually reach the vanishing point. He 
wants the “rule of reason” to be grounded on the facts of 
business life but he fears it will be used as a talismanic 
word, like the word “cartel” itself, and that it may be- 
come “sinisterly subjective.” ‘That reminds one of the 
quotation in the Government’s recent United Shoe Ma- 
chinery case brief, signed by Mr. Timberg among others. 
The quoted portion states that the suspicion still persists 
that the “rule of reason” technique “is but a positive way 
of stating the old rule against firms guilty of abuses.” 

Mr. Timberg’s theoretical embrace of the “rule of rea- 
son” becomes evident at the conclusion of his paper. He 
there eloquently states what is indeed an article of faith 
ef most Americans and one which, on principle, is ap- 





704 THE GEORGE WASHINGTON LAW REVIEW 


pealing. It is the belief that the judicial “rule of reason” 
should join hands in foreign commerce with our concepts 
of political and economic democracy in preserving the 
free and open competitive system. He regards this as part 
of an effort to stem the tide of cartelism, which perhaps 
may be used as an instrumentality of a totalitarian sys- 
tem. To this, Mr. Timberg adds the caveat that the “rule 
of reason” for foreign trade should take account of the 
fact that foreign trade is expanding rather than contract- 
ing.”® 

Some may infer from Mr. Timberg’s position that like 
the doctrine of contributory infringement in combination 
patent cases such as the Mercoid case, a residuum of the 
“rule of reason” in foreign commerce may be left. But 
Mr. Timberg, like Mr. Justice Douglas in the Mercoid 
case, feels he need not now stop to consider whether a 
treasure hunt for the residuum will turn it up. 

Perhaps Mr. Derenberg states the underlying issue in 
this connection. He suggests that the basic problem is 
the broad one of whether different legal and economic 
standards should be applied in passing upon the scope 
and effect of international agreements from the viewpoint 
of the American doctrine of free enterprise. He points 
with apparent concern to the inflexibility of the “per se” 
violation doctrine in the foreign commerce cases. He 


58 Mr. Timberg has made the following reply to certain of the foregoing 
statements of the Moderator : 

In summarizing certain of the views expressed in my paper, the Moderator 
implies that my embrace of the “rule of reason” is a purely theoretical one, and 
that I am a strict constructionist at heart. On the contrary, I feel that my 
paper was nothing if not one continuous plea for the “rule of reason.” 

The “rule of reason” must be grounded on the facts. Judge Freed in the 
district court stated those facts in a well articulated and compendious opinion 
running to 32 pages. In my own manuscript of 16 pages, I spend 3 pages 
setting forth facts bearing on the Timken defendant’s liability (some of which 
do not appear even in the majority’s opinion in the Supreme Court) ; 6 pages 
discussing the nature and reasonableness of the relief awarded in the Timken 
and related S.K.F. cases; and 6 pages discussing psychological, political, and 
social facts with respect to international trade. These facts seemed to me to 
deserve consideration in any “rule of reason” approach, but are overlooked by 
almost all of the prophets of the resurgent “rule of reason.” 

The “rule of reason” must also, I think, be justified by its fruits. It is part 
both of our pragmatic philosophy and of our legal system that the utility and 
soundness of a legal doctrine be judged, not by the way it sounds, but by the 
results it reaches in practice. 
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implies approval of the Jackson-Frankfurter dissenting 
opinions in the Timken case. He suggests that the com- 
plexities of international trade may justify the applica- 
tion of a “rule of reason” even to cartel restrictions and 
also to agreements between a parent company and its for- 
eign subsidiaries. 

As Mr. Timberg pointed out, Mr. Justice Jackson did 
not stick to the fact that neither British nor French Tim- 
ken at the time of the final judgment was a wholly-owned 
subsidiary of American Timken. It is nevertheless clear 
that Mr. Justice Jackson rejected a severely technical 
application of the conspiracy doctrine to the case of a 
parent and subsidiary. He also disagreed with the find- 
ing of fact that the central purpose of the Timken agree- 
ments was to exclude competition. 

Both Justices Jackson and Frankfurter clearly es- 
poused, as Mr. Derenberg stated, a distinction whereby 
the “rule of reason” would be applied in foreign com- 
merce even though it would not be applied to comparable 
arrangements in wholly domestic commerce. It should 
be stressed that this does not mean that the Sherman Act 
would be leading a life governed by a double standard. 
The courts have the final say on what the general words 
of the Sherman Act mean. The “rule of reason” was 
imported into the Sherman Act in the 1911 Standard Oil 
case. If the Supreme Court should apply it to foreign 
commerce in situations where it would not be applied in 
domestic commerce, there would still be a single standard 
of reasonableness. The difference would be only in the 
scope and manner of application. It would mean that 
when the court examines into the main purpose of the 
foreign commerce arrangement and the means of achiev- 
ing it, it will weigh the realities of the web of world 
trade barriers as additional circumstances. This may 
save from illegality both the main purpose and the means. 
Many restrictions might be deemed ancillary to the main 
purpose rather than naked covenants not to compete. 
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This, giving weight to the evidence of the parochial gov- 
ernmental restrictions of foreign governments, would 
mean that the mere word “cartel” would no longer truly 
characterize the restrictions. What is now “per se” vio- 
lation may be converted into reasonableness, if the courts 
should do what Mr. Derenberg and this Moderator think 
is the preferable approach indicated by Justices Jackson 
and Frankfurter. 

The papers delivered today reveal that whether or not 
American business must learn to live under the “per se” 
violation doctrines or under the “rule of reason” in for- 
eign commerce, there are numerous alternatives in busi- 
ness arrangements that must be carefully weighed. 

So far as patents and trade-marks are concerned, both 
Mr. Derenberg and Mr. Diggins make it plain that valid 
patent and trade-mark rights provide a lawful main pur- 
pose in foreign commerce to which restrictions, within 
the scope of the exclusiveness of these rights, may be law- 
fully ancillary. The guiding principle is to be sure that 
you do not have illegal taints in the main purpose of an 
agreement, and that the restrictions imposed fall within 
both the ambit of the lawful main purpose and the scope 
of the legally permissible restrictions incident to the pat- 
ent or trade-mark rights. Both Mr. Derenberg and Mr. 
Diggins have warned about the hazard of putting into 
the agreement illegal elements that make immaterial, 
under the “per se” violation doctrine, the separable legal 
restrictions accompanying the patent or trade-mark 
rights. The puzzling question always is—what kind of 
a main purpose in an agreement will give legal support 
to the lawful incidents of the industrial property rights 
in question. Never put the cart of the patent or trade- 
mark restrictions before the horse of the main purpose 
of a restrictive agreement. Put in another way, be sure 
that the legal tail of patent and trade-mark restrictions 
does not wag an illegal main purpose dog. 

There are no legally foolproof formulae for such com- 
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plicated matters in foreign commerce. Mr. Diggins 
advocates the maximum of safe navigation by sticking to 
international exchanges of patents or licenses through 
simple exchanges. He would have the restrictions flow 
only from the ownership and enforcement of the patent 
rights and not from a larger agreement in a defined field 
going beyond the scope of the patent rights as such. This 
may not always be the solution because of the often irre- 
pressible cartel-minded bargainers on the foreign country 
side of the arms’ length table. Other attorneys might feel 
that. the understandable caution in Mr. Diggins’ proposal 
is excessive because there are also reasonable probabili- 
ties of working out a genuine lawful main purpose both 
to promote foreign commerce and to expand the range 
of technology issuing from the patented inventions over 
the broad field of an agreement to which the patent rights 
are ancillary. A greater margin of safety may be indi- 
cated for the scope of patent rights when the over-all 
agreement is made between an individual American 
owner of patent rights in an arms’ length vertical bar- 
gain with an individual foreign owner of patent rights. 
Such bilateral dealings on a vertical basis between two 
individual owners of patent rights at least reduce, and 
may remove, the perils of the combination and conspir- 
acy doctrines of anti-trust. 

Mr. Derenberg has marked out alternative ways by 
which an American company might utilize trade-mark 
rights in foreign commerce with reasonable likelihood 
of staying within the four corners of restrictions lawfully 
related to the scope of the goodwill of valid marks. 

Looking at the judicial decisions in both domestic and 
foreign commerce cases, there is no dispute among the 
panel members that neither patents nor trade-marks may 
be misused to erect restrictions beyond a lawful main 
purpose or outside the scope of the rights themselves. 
Mr. Derenberg rightly stresses the danger that the mis- 
use doctrine might itself be misused by Government 
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should it fail to give trade-marks the full measure of ex- 
clusiveness commensurate with the goodwill they symbol- 
ize. ‘The same observation applies to the exclusiveness 
of patent rights. 

Many of those present this afternoon may also readily 
assent to Mr. Derenberg’s criticism when Government 
itself, in a contradictory or discriminatory manner, pur- 
sues special anti-trust or trade practice courses in behalf 
of the Government’s proprietary or other interest, while 
denying like courses of action to private parties. 

The discussion today takes into view restrictions inci- 
dent not only to patents and trade-marks but also to un- 
patented inventions, technical knowledge, know-how, 
trade secrets and the like. In exchanges of such subject 
matter affecting foreign commerce, questions arise simi- 
lar to those discussed in connection with patents and 
trade-marks. Mr. Diggins particularly warned of the 
legal distinctions that arise with respect to whether ex- 
changes of patents or licenses refer only to specific, exist- 
ing patents, or whether future patent rights are also in- 
volved. Similar distinctions of legal significance may 
arise in connection with unpatented inventions, or future 
information in the form of technical knowledge, know- 
how and trade secrets. Another legal distinction may 
turn on whether the exchanges are exclusive or non- 
exclusive. 

Finally, we should not lose sight of the fact that many 
of the legal pitfalls in the decided cases on foreign com- 
merce originated in initial agreements made in earlier 
years when the anti-trust climate was not so frigid and 
the “per se” violation doctrines were not so firmly estab- 
lished as today. In a few of these cases, the defendants 
were not able to convince the court that they had purged 
the taints of the original agreements and had dissipated 
their unlawful consequences. Apparently, in these situ- 
ations, the courts were convinced that past proclivity 
toward illegal arrangements is a sure sign that a tendency 
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toward recidivism will persist. Perhaps a legal sinner 
should have one chance to mend his ways. Be that as it 
may, today’s discussion was premised particularly on 
what is or may be legal, and what is or may be illegal, in 
foreign commerce transactions under the anti-trust laws 
when one gets off to a clean start. It was assumed that 
the ship of legal counseling was being launched down the 
ways to be fitted out for its first foreign commerce voy- 
age. I suspect that while a “rule of reason” approach 
will introduce more uncertainty than the mechanical 
“per se” violation rules, the captain of that ship would 
rather try his skill in navigating around the reefs and 
shoals of the “rule of reason” than to keep an anxious 
watch for the specific buoys that will prevent the ship 
from foundering on the submerged icebergs of the “per 
se” rules. 
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EDITORIAL NOTES 


TRIAL OF CIVILIANS BY MILITARY TRIBUNALS UNDER 
THE UNIFORM CODE OF MILITARY JUSTICE 


People of many ages and countries have feared and unflinch- 
ingly opposed the subordination of executive, legislative and 
judicial authorities to complete military rule. . . . In this country 
that fear has become part of our cultural and political institu- 
tions. 


This sentiment has permeated the judicial attitude found in deci- 
sions which have considered the trial of civilians by military tri- 
bunals.*_ Courts and their procedural safeguards are considered in- 
dispensible to our system of government. Nevertheless, the trial of 
civilians by military tribunals which are not bound by such procedural 
safeguards has been sanctioned on many occasions. The justification 
for such trials rests on the grounds of necessity. The Supreme Court 
has stated as an unbending rule of law, that the exercise of military 
power, where the rights of the citizen are concerned, shall never be 
pushed beyond what the exigency requires.* In certain instances 
Congress has determined what the exigencies require; in others the 
criteria can be found only in executive and judicial decisions. 

A proper analysis of the statutory provisions for the trial of civil- 
ians contained in the Uniform Code of Military Justice (UCMJ)* 
requires first an understanding of the currently recognized sources 
of military jurisdiction.® 


1 Duncan v. Kahanamoku, 327 U.S. 304, 319 (1946). 


2The term military tribunals is used here to indicate courts-martial, the 
procedural rules of which are provided for by Congress in the Uniform Code of 
Military Justice (UCMJ), 64 Star. 107 (1950), 50 U.S.C. §§ 551-741 (Supp. 
1952), and other tribunals which do not depend upon statutory law for their 
procedural validity. Military commissions and provost courts belong to the 
latter class; in commenting on such non-statutory tribunals, the Court in Mad- 
sen v. Kinsella, 343 U.S. 341, 346 (1952), stated: “Since our nation’s earliest 
days [military commissions] have been constitutionally recognized agencies for 
meeting many urgent governmental responsibilites related to war. They have 
been called our common-law war courts. They have taken many forms and 
borne many names. Neither their procedure nor their jurisdiction has been 
prescribed by statute. It has been adapted in each instance to the need that 
called it forth.” 


3 Raymond vy. Thomas, 1 Otto 712, 716 (U.S. 1875). 

464 Srat. 107 (1950), 50 U.S.C. §§ 551-741 (Supp. 1952). 

°A frequently quoted passage setting forth the kinds of military jurisdiction 
appears in the concurring opinion in Ex parte Milligan, 4 Wall. 2, 142 (U.S. 
1866) ; in the light of subsequent cases this passage is not completely accurate 


since it omits law of war jurisdiction as exemplified by Ex parte Quirin, 317 
U.S. 1 (1942). 
[711] 
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I 
Sources OF MILITARY JURISDICTION 


The valid exercise of military jurisdiction has been recognized in 
the following situations. 


A 
Martial Law 


Generally, martial law “is the carrying on of government in domes- 
tic territory by military agencies, in whole or in part, with the con- 
sequent suppression of some or all civil agencies.” °® The existence of 
a state of martial law or rule does not necessarily imply that the civil 
courts are supplanted. Martial law is justified only by necessity 
arising from the failure of the civil agencies due to war or other 
emergency. The power to exercise martial law resides in the execu- 
tive branch of the government; the duty to impose it arises when 
necessary in order to preserve order and insure public safety in times 
of emergency.’ While the executive has broad discretion in deter- 
mining when the public emergency is such that martial law is re- 
quired, executive action is not proof of its own necessity so as to 
exclude judicial scrutiny. In substituting military controls for civil 
controls, “what are allowable limits of military discretion, and whether 
or not they have been overstepped in a particular case, are judicial 
questions.” ® In two noted cases the Supreme Court has dealt at 
length with the problems involved where United States citizens were 
tried by military tribunals in territory where civil courts of the United 
States were open and could have tried the accused but for military 
intervention. In each case the military trials were held to be unlaw- 
ful and contrary to the Constitution.? While the later of the two 
cases ostensibly involved the construction of a statute, the practical 
result seems to be that as long as the civil courts are able to function 


6 WiENER, A PracTICAL MANUAL OF MartiaAL Law 10 (1940); this volume 
discusses “when and to what extent such suppression of civil agencies is justi- 
fied.” For a study of the history and background of martial law see FAIRMAN, 
Tue Law or MartiaAt Rute (2d ed. 1943). 

7 Duncan v. Kahanamoku, 327 U.S. 304, 335 (1946) (concurring opinion of 
Mr. Chief Justice Stone). 

8 Sterling v. Constantine, 287 U.S. 378, 401 (1932). 

® Ex parte Milligan, 4 Wall. 2 (U.S. 1866), involved a citizen of Indiana who 
had been convicted by a military commission of certain offenses of disloyalty 
to the United States and aid to the enemy during the Civil War. The civil 
courts were open and had jurisdiction over the alleged offenses. In Duncan v. 
Kahanamoku, 327 U.S. 304 (1946), the petitioners were tried by military tri- 
bunals in Hawaii. At the time of the offenses and trials Hawaii was under 
martial law which had been proclaimed pursuant to the Hawaiian Organic Act, 
following the attack on Pearl Harbor, 31 Star. 141 (1900), 48 U.S.C. § 532 
(1946). Here, too, the civil courts were open and could have tried the offend- 
ers but for the military action. 
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properly, they cannot be supplanted by military tribunals no matter 
how imminent the peril or public danger.’® 


B 
Law of War 


In upholding the validity of the trial by a military commission of 
German saboteurs who had secretly landed in the United States the 
Supreme Court stated: 


The law of war, like the civil law, has a great lex non scripta, 
its own common law. This ‘common law of war’ (Ex parte 
Vallandigham, 1 Wall. 243, 249) is a centuries-old body of 
largely unwritten rules and principles of international law which 
governs the behavior of both soldiers and civilians during time 
of war." 


More recently the Court has found that the power of the military 
forces to exercise jurisdiction over members of the armed forces, 
those directly connected with such force, or enemy belligerents, pris- 
oners of war, or others charged with violating the law of war was 
well established.‘? While the law of war is nowhere precisely codi- 
fied, Congress has recognized such law and incorporated it into exist- 
ing legislation by reference.’* Parts of this law are found in treaties 


and conventions, other parts consist of offenses which are universally 


10 For an extensive discussion of the Duncan case, see Fairman, The Supreme 
Court on Military Jurisdiction: Martial Rule in "Hawaii and the Yamashita 
Case, 59 Harv. L. Rev. 833 (1946). An alternative method of imposing mili- 
tary testrictions on persons within the United States during World War II was 
more successful. Congress made this possible by providing that federal courts 
should have jurisdiction over violations of military restrictions or orders im- 
posed by executive order. 56 Strat. 173 (1942), 18 U.S.C. §97a (1946). The 
validity of this act was discussed and upheld in Hirabayashi v. United States, 
320 U.S. 81 (1943). In Ex parte Endo, 323 U.S. 283 (1944), the Court held 
that such orders must be directly related to the war effort and that once the 
loyalty of an American citizen of Japanese ancestry was established she could 
no longer be detained, even though it was urged that further detention was 
essential for the planned and orderly relocation of such persons. 


11 Ex parte Quirin, 317 U.S. 1, 13 (1942); in the Yamashita case the Court 
declared, “We do not make the laws of war but we respect them so far as they 
do not conflict with the commands of Congress or the Constitution.” 327 U.S. 
1, 16 (1946). 

12 Johnson v. Ejisentrager, 339 U.S. 763 (1950). 


13 Art. 21, UCMJ, for example, provides that military commissions, provost 
courts or other military tribunals shall have concurrent jurisdiction with courts- 
martial over offenders or offenses “that by statute or by the law of war may 
be tried by such military commissions, provost courts, or other military tri- 
bunals.” (Emphasis added.) The Administrative Procedure Act, 60 Stat. 237 
(1947), as amended, 5 U.S.C. § 1001 (Supp. 1952), exempts courts-martial and 
military commissions from the basic provisions of the Act. Before its repeal 
in 1948, a provision similar to art. 21, UCMJ, was contained in the Espionage 
Act, 40 Stat. 219 (1917), 50 U.S.C. § 38 (1946). 
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recognized as properly punishable under the law of war.’* Three 
cases which arose out of World War II serve to illustrate the more 
recent application of the law of war. In Ex parte Quirin*® the offend- 
ers were arrested and tried by a military commission within the 
United States for acts of unlawful belligerency. The case was unusual 
in that the acts on the part of the saboteurs were not an offense under 
the Criminal Code. Thus, only a military tribunal had jurisdiction 
over the offenses, which were denounced by the law of war. In an- 
swer to a claim of United States citizenship on the part of one of the 
saboteurs the Court stated: 


Citizenship in the United States of an enemy belligerent does 
not relieve him from the consequences of a belligerency which 
is unlawful because in violation of the law of war. Citizens who 
associate themselves with the military arm of the enemy govern- 
ment, and with its aid . . . enter this country bent on hostile 
acts are enemy belligerents within the meaning of the Hague 
Convention and the law of war.® 


In the Yamashita case ** the Court found that a military commission 
sitting in the Philippines had jurisdiction to try an enemy commander 
for a breach of duty imposed by the law of war and defined in the 
Hague Convention. The petitioners in Johnson v. Eisentrager ** 
were German citizens residing in China when the German govern- 
ment surrendered ; thereafter they assisted the Japanese forces. Fol- 
lowing the Japanese surrender they were taken into custody by the 
American forces in China and convicted by a military commission 
sitting in China for breach of the terms of the German surrender, a 
violation of the law of war. These cases not only illustrate the types 
and variety of offenses with which the law of war is normally con- 
cerned, they further indicate the ambulatory nature of law of war 
jurisdiction.’® 
Cc 


Military Government 


In truth this is only one aspect of the law of war which imposes 
on the conqueror the duty to restore and maintain public order and 


14 United States v. Schultz, 4 CMR 104 (1952); those laws of war relating 
to land warfare are contained in Rutes o—f LAND WarFARE, FM 27-10 (War 
Dep’t 1940). 

15 317 U.S. 1 (1942); for a discussion of the historical development leading 
up to the trial see FAIRMAN, op. cit. supra note 6, c. VIII at 157; for a play-by- 
play description see Bernstein, The Saboteur Trial, A Case History, 11 Geo. 
Wash. L. Rev. 131 (1943). 

16 Ex parte Quirin, 317 U.S. 1, 37, 38 (1942). 

17 In re Yamashita, 327 U.S. 1 (1946). 

18 339 U.S. 763 (1950). 

19 For a review of trials for traditional war crimes following World War II, 
see Cowles, Trials of War Criminals (Non-Nurenberg), 42 Am. J. Int’L. L. 
299 (1948). 


rn _-|- - -—-- ©) FF - 
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safety in occupied territory. The nature of the power and duty of 
the military commander in such a situation was cogently stated by 
the Court in Madsen v. Kinsella as follows: 


In the absence of attempts by Congress to limit the President’s 
power .. ., as Commander-in-Chief . . ., he may, in time of war, 
establish and prescribe the jurisdiction and procedure of mili- 
tary commissions, and of tribunals in the nature of such commis- 
sions, in territory occupied by the United States. His authority 
to do this sometimes survives cessation of hostilities. [Footnote 
by Court states that it may even survive declaration of peace.] 
The President has the urgent and infinite responsibility not only 
of combating the enemy but of governing any territory occupied 
by the United States by force of arms.”° 


When conquered territory is occupied the local sovereignty is sup- 
planted by the will of the commander. By decree he may retain the 
old law or substitute new; jurisdiction over the person results from 
presence within the occupied territory.** Military tribunals estab- 
lished within such territory may exercise jurisdiction over law of war 
offenses discussed above as well as over offenses against the local 
law imposed by the occupying power. 


D 
Military Law 


Those laws passed by Congress pursuant to its Constitutional*? 
power and duty to make rules for the government and regulation of 
the armed forces constitute military law. In 1951 UCMJ became effec- 
tive; its purpose was to unify, consolidate, revise and codify the Arti- 
cles of War, the Articles for the Government of the Navy, and disci- 
plinary laws of the Coast Guard which prior to this time had consti- 
tuted military law.2* Primary consideration will be given to those 
provisions of the new code which provide for military jurisdiction 
over civilian citizens of the United States. 


II 


Provisions oF UCMJ RELATING To JuRISDICTION OvER CIVILIANS 


The power granted to Congress to make rules for the government 
of “the land and naval forces” has, in the light of English precedent, 
always been considered broad enough to include certain categories 


20 343 U.S. 341, 348 (1951). 

212 WINTHROP, MILITARY LAW AND PRECEDENT (2d ed. 1896) *1246. 

22“The Congress shall have power . . . To make Rules for the Government 
and Regulation of the land and naval Forces,” U.S. Const. Art. I, §8, cl. 14. 

23 Introductory paragraph UCMJ, 
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of civilians closely associated with the armed forces.?* Consequently 
the first Articles of War enacted contained provisions for the exer- 
cise of military jurisdiction by the army over certain civilians.”> Simi- 
lar provisions were not contained in the Articles for the Government 
of the Navy however.”® Subsequent revisions of the Articles of War 
broadened the authority to subject civilians to military jurisdiction 
and attempted to designate more specifically those to whom the arti- 
cles were applicable. 

In enacting UCMJ, Congress incorporated with slight change the 
provisions found in the Articles of War and the act passed in 1943 
which gave the navy authority to try certain civilians.*7 Art. 2, 
UCM], provides that certain persons “are subject to the code.” In 
addition to those actually in the armed services, certain reserve and 
retired personnel, as well as those in the custody of the armed serv- 
ices who are serving sentence of a court-martial are subject to the 
code. Specific provision is also made for military jurisdiction over 
personnel of certain government agencies when assigned to and serv- 
ing with the armed forces. The traditional statutory provisions for 
subjecting civilians to military control are found in Sections (10), 
(11), and (12) which provide that: 


The following persons are subject to this code: ... 


(10) In time of war, all persons serving with or accompany- 
ing an armed force in the field ; 

(11) Subject to the provisions of any treaty or agreement to 
which the United States is or may be a party or to any accepted 
rule of international law, all persons serving with, employed by, 
or accompanying the armed forces without the continental limits 


241 Wrinturop, Mitirary LAw AND PrEcEDENT (2d ed. 1896) *131. 

25 Art. XXXII, American Articles of War of 1775. 2 WintTHROP, op. cit. 
supra note 21, at *1482. 

26 The first act was passed Nov. 28, 1775, by the Continental Congress, and 
was called Rules for the Regulation of the Navy of the United Colonies. 3 
JOURNALS OF THE CONTINENTAL Concress 378 (1775). These and subsequent 
enactments are commonly known as Articles for the Government of the Navy 
or AGN. Not until 1943 was the navy given court-martial jurisdiction over 
“camp followers.” At this time jurisdiction was extended to “. . . all persons 
. -. outside the continental limits of the United States accompanying or serving 
with the United States Navy .. ., and all persons within an area leased by the 
United States which is without the territorial jurisdiction thereof and which is 
under the control of the Secretary of the Navy, shall, in time of war or national 
emergency, be subject to the Articles for the Government of the Navy. . 
Provided, That the jurisdiction herein conferred shall not extend to Alaska, 
the Canal Zone, the Hawaiian Islands, Puerto Rico, or the Virgin Islands, 
except the islands of Palmyra, Midway, Johnston, and that part of the Aleutian 
Islands west of longitude one hundred and seventy-two degrees west.” 57 Strat. 
41 (1943), 34 U.S.C. § 1201 (1946). This act was terminated by Joint Resolu- 
tion of July 25, 1947, 61 Srar. 453 (1947). See Snedeker, Jurisdiction of Naval 
Courts-Martial Over Civilians, ‘- Notre Dame Law. 490 (1949), for discus- 


sion of jurisdiction under AGN 
27 [bid. 
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of the United States and without the following territories: That 
part of Alaska east of longitude one hundred and seventy-two 
degrees west, the Canal Zone, the main group of the Hawaiian 
Islands, Puerto Rico, and the Virgin Islands; 

(12) Subject to [treaties etc. as in (11) above] all persons 
within an area Jeased by or otherwise reserved or acquired for 
the use of the United States which is under the control of a 
Secretary of a Department and which is without the continental 
limits of the United States and without [certain territories as 
listed in (11) above where a civil court system is readily avail- 
able].”2* (Emphasis added.) 


The word “department” as used in Section (12) is limited by defini- 
tion to a department within the Department of Defense.?® 

Art. 3, UCMJ, provides for continuing jurisdiction over persons 
who were subject to the code when certain offenses were committed ; 
under Article 3(a) such jurisdiction is retained by the military forces 
even though the person has severed all connection with the armed 
forces. This article further provides for continued jurisdiction over 
servicemen who have obtained fraudulent discharges *° or who obtain 
a discharge prior to the detection of a former desertion.** 

In addition to the above, courts-martial are, in certain circum- 
stances, empowered to try civilians who are not “subject to the code” 
under Article 2. This can result from an application of Article 18 
which provides that a general court-martial may try any person who 
by the law of war is subject to trial by a military tribunal. In Article 
21 Congress has recognized the existence and use of military tribunals 
other than courts-martial which may have concurrent jurisdiction 
with courts-martial over any persons subject to be tried according to 
the law of war.*? Further, two of the punitive articles would permit 
the trial of civilians for the specific offenses defined. Under Article 
104 any person who aids the enemy in the manner designated may be 
punished as a court-martial or military commission may direct. Arti- 
cle 106 provides that any person who in time of war engages in desig- 


28 Art. 2 (10), (11), and (12), UCMJ. 

29“ Department’ shall be construed to refer, severally, to the Department of 
the Army, the Department of the Navy, the Department of the Air Force, and, 
except when the Coast Guard is operating as part of the Navy, the Treasury 
Department.” Art. 1(1), UCMJ. 

30 Art. 3 (b), UCMJ. 


31 Art. 3 (c), UCMJ; e.g., this would operate to give jurisdiction where a 
person deserts from one service, enlists in another and receives a discharge 
prior to the detection of the former desertion. One federal court had held that 
an honorable discharge in such a case acted as a bar to subsequent trial by 
court-martial for the desertion. Ex parte Drainer, 65 F. Supp. 410 (N.D. Cal. 
1946), aff'd sub nom. Gould v. Drainer, 158 F.2d 981 (9th Cir. 1946). 


_%2 Arts. 18 and 21 are discussed under the heading of “Concurrent Jurisdic- 
tion,” infra. 
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nated acts of spying shall be tried by a general court-martial or by a 
military commission and upon conviction punished by death.** 

In applying military law to civilians in the past, jurisdiction has 
been based, in the great majority of cases, on the language which now 
appears in Art. 2 (10), (11) and (12), UCMJ. Emphasis will, 
therefore, be placed on the provisions found in this article. 


III 
STATUTORY BACKGROUND 


As in other areas of law, practical considerations have been of 
primary importance in determining the extent of control which mili- 
tary authorities have been allowed to exercise over civilians. Armies 
have always been accompanied by non-military persons who per- 
formed services not otherwise available, or who performed services 
which were merely tolerated.** In order to protect and control his 
troops and to provide for the security of his forces it was necessary 
that the military commander should have some control over these 
persons who traveled with the army and whose existence was depend- 
ent upon their relation with the army. Further, when such an army 
was engaged in an expedition in foreign lands or in enemy territory 
it was necessary that some forum be provided which could try and 
punish at the locus delicti for offenses committed by those civilians 
traveling with such an expedition. The British recognized these 
requirements and in Article 23, Section 14 of the British Articles of 


33 These two articles have appeared in slightly different form throughout the 
existence of the American Articles of War. Originally the provisions now con- 
tained in Article 104 applied only to those in the army; this was changed, 
however, in 1776. The immediate predecessor of Article 104 was AW 81. The 
original statute denouncing spying, now contained in art. 106, UCMJ, was not 
enacted until 1776, 1 Jour. Conc. 450 (1776); not until 1916 was it actually 
incorporated into the Articles of War where it appeared as Article 82. A simi- 
lar provision was enacted as art. 35 of the Articles for the Government of 
the Navy in 1799, Act of March 2, 1799, 1 Srar. 709, and later appeared as 
art. 5, AGN. In United States ex rel. Wessels v. McDonald, 265 Fed. 754 
(E.D.N.Y.), appeal dismissed, 256 U.S. 705 (1920), the petitioner, a German 
spy, was being held by naval authorities in New York for trial by court-martial 
under art. 5, AGN. In denying habeas corpus the court discussed the nature 
of the offense of spying and rejected petitioner’s contention that such military 
jurisdiction within the United States, when the civil courts were open, was 
contrary to the Milligan decision. While little use was made of these two pro- 
visions in the recent war, and there were only slight changes in the proposed 
UCMJ, some committee witnesses opposed them on the grounds that they were 
contrary to the doctrine of Ex parte Milligan and were much too broad in 
their grant of jurisdiction over civilians. Sen. Hearings before Committee on 
Armed Services on S. 857 and H.R. 4080, 81st Cong., 1st Sess. 127 (1949) ; 
House Hearings before Committee on Armed Services on H.R. 2498, 81st 
Cong., Ist Sess. 844 (1949). For a resumé of the early history of AWs 81 
and 82, see Morgan, Court-Martial Jurisdiction, 4 Minn. L. Rev. 79 (1920). 


34 In re Di Bartolo, 50 F. Supp. 929 (S.D.N.Y. 1943). 
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War of 1765 camp followers were subjected to military law.** After 
the American Revolution the members of Congress designated to 
prepare codes for the “land and naval forces” of the United States 
resorted to the expedient of adopting the British military codes. 
These were enacted by Congress and subsequently became known 
as the Articles of War (AW), and the Articles for the Government 
of the Navy (AGN). Art. 2 (10), UCMJ, can be traced back to 
Article 23 of the British Articles of 1765. 

The American Articles of War of 1775 provided that “All suttlers*® 
and retailers to a camp, and all persons whatsoever, serving with the 
continental army in the field, though not enlisted soldiers, are subject 
to the articles, rules, and regulations of the continental army.”** 
(Emphasis added.) No substantial changes were made in the “camp 
follower” provision until 1916.** 

In 1916 major revisions were made in the Articles of War as a 
whole and in the camp follower article in particular. For the first 
time the new Article 2(d),*° in certain instances, provided for mili- 
tary jurisdiction over civilians in time of peace. It also added a new 
class of civilians designated as “accompanying” the armies. Under 
AW 2(d), as enacted, a civilian would be subject to trial by a court- 
martial under the Articles of War at any time if without the terri- 
torial limits of the United States, and if a retainer, or accompanying, 


or serving with the army;*° in addition, in time of war, such 


352 WINTHROP, op. cit. supra note 21, at *1461. 

36 A person who, as a business, follows an army and sells provisions and 
liquor to the troops. A small trader who follows an army and who is licensed 
to sell goods, especially edibles, to the soldiers. Keane v. United States, 272 
Fed. 577, 582 (4th Cir. 1921). 

372 WINTHROP, op. cit. supra note 21, at *1482. 

38 The 1775 provision was re-enacted in 1776 except that the words “United 
States” were substituted for “continental.” The number of the article was 
changed in 1806 and “retainers” was substituted for “retailers.” The article 
was amended in 1874 and from that time until 1916 provided that “all retainers 
to the camp, and all persons serving with the armies of the United States in 
the field, though not enlisted soldiers, are to be subject to orders, according to 
the rules and discipline of war.” (Emphasis added.) This revision was said 
to establish more clearly a distinction between “retainers to the camp” and 
those who were employed by the army to carry out staff and logistical func- 
tions such as clerks, guides, interpreters and train crews. The article, accord- 
ing to Colonel Winthrop, was to be strictly construed and was applicable only 
in time of war. 1 WINTHROP, op. cit. supra note 24, at *135, *137, *143. 

39 AW 2(d) provided as follows: “The following persons are subject to 
the Articles of War .... (d) All retainers to the camp and all persons accom- 
panying or serving with the armies of the United States without the territorial 
jurisdiction of the United Staes and in time of war all such retainers and 
persons accompanying or serving with the armies of the United States in the 
field, both within and without the territorial jurisdiction of the United States, 
though not otherwise subject to [The Articles of War].” 

409 According to the testimony of General Crowder, the Judge Advocate Gen- 
eral of the Army at the time, the purpose of extending jurisdiction in peace- 
time was “to give full disciplinary authority over these three classes of per- 
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persons were also subject to military jurisdiction if “in the field” 
either within or without the United States. AW 2(d) remained in 
effect throughout World Wars I and II, and in the great majority of 
cases has been the article employed by military authorities in sub- 
jecting civilian citizens of the United States to military jurisdiction. 
As indicated above, the essential provisions of AW 2(d) have been 
incorporated in Art. 2 (10) and (11), UCMJ. Article 2(12) over- 
laps, to a certain extent, jurisdiction conferred by Article 2(11); 
however it goes further and bases jurisdiction on mere presence 
within certain areas. It was necessary to include this provision since 
certain military bases or areas under military control were, either 
because of their location or due to treaty provisions, outside the juris- 
diction of any civil court.* 

While the Supreme Court has never passed directly on the point 
several lower federal courts upheld the constitutionality of AW 2(d) 
in the face of arguments that it deprived citizens of rights guaranteed 
by the Fifth and Sixth Amendments. In Ex parte Jochen the theory 
was stated thus: 


. .. While it is clear that under the guaranties of the Consti- 
tution no person can be deprived of his right of trial by jury 
except he be a member of the land or naval forces . . ., it is as 
equally true that if he is a member of the land and naval forces 


Congress has the plenary power to subject him to military law, 
and the guaranties of the Constitution for trial by jury are wholly 
inapplicable. . . . That it is not necessary that a person be in 
uniform in order to be a part of the land forces, I think clear, 
not only upon considerations of common sense and common 
judgment, but upon well-considered and adjudicated authority. 


In Duncan v. Kahanamoku* the Supreme Court cited the Jochen 
case, among others,** in support of the statement that the problem 


sons [i.¢., retainers, those accompanying, and those serving with] when the 
Army may be in peaceful transit through a foreign country, or where, as in 
Cuba in 1906, there is intervention in a foreign country short of war.” SEN. 
Rep. No. 130, 64th Cong., Ist Sess. 30 (1916). Earlier in his testimony the 
General had stated that the lack of jurisdiction in such situations as existed in 
Cuba after peace had been restored had “led to some embarrassment.” Id. at 18. 

41 Senator Saltonstall in explaining this provision on the floor of the Senate 
stated: “It is necessary to include subparagraph (12) for application in peace- 
time as well as in wartime, for the Navy particularly, because of its trusteeship 
over some of the islands in the far Pacific, where there is no other code of jus- 
tice.” 96 Conc. Rec. 1358 (1950). 

42 Ex parte Jochen, 257 Fed. 200, 203, 204 (S.D. Tex. 1919). 

43 327 U.S. 304, 313 (1946). 

44 Ex parte Gerlach, 247 Fed. 616 (S.D.N.Y. 1917); Ex parte Falls, 251 
Fed. 415 (D.N.J. 1918) ; Hines v. Mikell, 259 Fed. 28 (4th Cir.), cert. denied, 
250 U.S. 645 (1919). In the Gerlach case, at 618, Judge Hand declared: 

“Section 8 article 1 of the Constitution is the source of authority for the 
Articles of War. Congress is thereby given power to raise and support armies, 
to make rules for the government of the land and naval forces, and to make 
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there did not involve the “well established power of the military” to 
exercise jurisdiction over those directly connected with the armed 
forces. 


IV 
JupictaL INTERPRETATIONS 
A 
“In the Field” 


The power of a court-martial to try civilians in time of war is 
somewhat broader than that granted in time of peace. If the civilian 
is accompanying or serving with an armed force in the field, whether 
within or without the United States, he may be tried by court- 
martial ;*° in this section Congress omitted any reference to treaties 
or agreements. The federal courts have had an opportunity to give 
legal meaning to the phrase “in the field” in a series of cases which 
arose under AW 2(d). 

In 1917 a United States district court, in affirming the jurisdic- 
tion of a court-martial which had convicted a merchant seaman for 
disobeying an order of an army officer aboard an army transport, 
stated : 


The words ‘in the field’ do not refer to land only, but to any 
place, whether on land or water, apart from permanent canton- 
ments or fortifications, where military operations are being 
conducted.** 


These same words were repeated with approval in 1944 in the Berue 
case** where habeas corpus was again denied to a merchant seaman 
who had been convicted by a court-martial for an offense aboard an 
army-controlled ship on the high seas. When Art. 2(10), UCMJ, 
was under consideration before Congress, the proponents of the bill 
in both houses used the language quoted above and cited the Berue 
case in explanation of the phrase “in the field.”** 

In each of the above cases the merchant seamen were aboard ships 
at sea which were in constant danger from enemy submarines and 
were “not only ‘in the field,’ but in actual combat zones.” *® The 


all laws which shall be necessary for carrying into execution the foregoing 
powers and all other powers vested by the Constitution in the government of 
the United States. The Articles were enacted in pursuance of the general 
war power, and ought to be given a broad scope in order to afford the fullest 
protection to the nation. The Act is, in my opinion, constitutional.” 

45 Art. 2 (10), UCMJ. 

48 Ex parte Gerlach, 247 Fed. 616, 617 (S.D.N.Y. 1917). 

47 In re Berue, 54 F. Supp. 252, 255 (S.D. Ohio 1944); this case along with 
the McCune case, note 52 infra, is discussed in 44 Cor. L. Rev. 575 (1944). 

48H, R. Rep. No. 491, 8lst Cong., Ist Sess. 11 (1949); Sen. Rep. No. 486, 
81st Cong., Ist Sess. 7 (1949). 

49 In re Berue, 54 F. Supp. 252, 255 (S.D. Ohio 1944). 
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presence of immediate danger is not, however, a necessary criterion. 
In Hines v. Mikell,®° after an exhaustive study of the phrase, it was 
held that a civilian stenographer employed by the quartermaster at 
Camp Jackson, S. C., was serving with the army in the field and was 
therefore subject to military jurisdiction under AW 2(d). Based 
on the temporary nature of the camp and the fact that troops were 
assembled and trained there for service in the actual theater of war, 
all persons serving there were considered to be “in the field.” The 
determination was said to depend on the activity in which the armed 
force was engaged rather than on its locality. Another 1919 case 
involved a civilian employee of the Quartermaster Corps serving wth 
the army along the Mexican border. A similar result was based on 
the War Department’s definition of “field service” as “service in 
mobilization, concentration, instruction, or maneuver camps as well 
as service in campaign, simulated campaign or on the march;” this 
was bolstered by recognition of the semi-alert which existed on the 
border at that time.* 

In 1943 a merchant seaman signed aboard a merchant ship under 
contract to the United States Government as chief cook. Finding 
that he would have to cook for five hundred troops embarked as well 
as for the crew, he became disgruntled and jumped onto the dock 
just as the ship was leaving the pier at Norfolk. He was arrested by 
the military police and held for trial by court-martial. His petition 
for habeas corpus was denied. Citing the Gerlach case, the court 
found that at the time of the act the ship was engaged in a military 
voyage transporting troops and supplies and that this constituted a 
“military expedition ‘in the field.’ ” °? 

In World War I the courts developed the proposition that “in the 
field” did not necessarily mean the theater of war but extended back 
along the line of logistic support into the United States to some 
point where the troops or supplies were earmarked or set aside for 
shipment to the war zone. On this theory it became a matter of 
deciding at what point the activity concerned became too remote to 
be considered as directly affecting the battle front. Thus, it was held 
that a civilian cook who left an army transport in Brooklyn, New 
York, and was tried for desertion, was subject to military jurisdic- 
tion.5* Another case involved a workman at the New York Port of 
Embarkation. Here military jurisdiction was upheld on the ground 
that this was a terminus on the lines of communication extending 


50 See note 44 supra. 

51 Ex parte Jochen, 257 Fed. 200 (S.D. Tex. 1919). 

52 McCune y. Kilpatrick, 53 F. Supp. 80 (E.D. Va. 1943), 30 Cornett L. Q. 
108 (1944). 

53 Ex parte Falls, 251 Fed. 415 (D.N.J. 1918). 
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from the Atlantic seaboard to the zone of war in Europe and that 
those who serve along the line of communication are to be consid- 
ered as serving in the field.°* In several instances, however, a lim- 
iting point has been drawn where civilians have been found not to 
be subject to military law; for example, laborers, mechanics and pro- 
fessional personnel at industrial establishments within the United 
States ;°> employees of an independent contractor engaged in con- 
struction work on the Inter-American Highway which was super- 
vised by the Army Engineers ;°° clerical workers employed by the 
War Department in Washington, D. C., or a field office in the United 
States not an army camp,” and civilian employees in a mail room in 
the War Department.®® 

While there has been considerable litigation on the point, the term 
“in the field” has retained a great degree of flexibility. Within recent 
years federal legislation has provided for the punishment in civil 
courts of offenses in connection with national security, both within 
and without military installations. In view of this, it would seem 
to be in the best interest of the nation and the military forces to 
avoid any attempt to broaden the definition of “in the field” beyond 
the Hines and McCune decisions. Prediction is futile, however, since 
the imminence of danger and the degree of necessity will no doubt be 
given more weight than stare decisis. 


B 
“Serving with or Accompanying” 


As indicated above, the words “serving with” have appeared in 
the Articles of War from the first, and were construed to include 
those who were employed by the army to carry out administrative 
and logistical functions. The word “accompanying” supplanted “re- 
tainers to the camp” and was considered to broaden the jurisdiction 
and to cover not only “retainers to the camp,” but also those such as 
newspaper correspondents and others who were neither retainers nor 
persons serving with but who did accompany the army.®® The phrase 
“employed by” added in Art. 2(11), UCMJ, was thought to broaden 
the scope of AW 2(d).® It would seem, though, that this is merely 

5¢Dig. Op. JAG 1912-1940, § 359(9). 

554 Butt. JAG (Army) 224 (1945). 

56 Ibid. 

57 Td. at 226. 

58 [bid. 

59 General Crowder stated that “accompanying” was new and included per- 
sons who, while not precisely within previous categories, had nevertheless been 


rd the Army in every war. SEN. Doc. No. 229, 63d Cong., 2d Sess. 48 


60 Sen. Rep. No. 486, 81st Cong., Ist Sess. 8 (1949); H.R. Rep. No. 491, 
8lst Cong., Ist Sess. 11 (1949). 
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spelling out a class of persons clearly within the former article by 
prior judicial interpretation of the word “accompanying.” It would 
be possible, however, for the armed forces to employ civilians outside 
the United States without direct contact with any armed force. In 
such a case, Article 2(11) would appear to grant military jurisdic- 
tion, if not conferred directly by Article 2(12). 

While there may be a question as to whether “employed by” ex- 
tends the scope of military jurisdiction over civilians outside the 
United States in time of peace, the phrase “accompanying or serv- 
ing with” as found in AW 2(d) received considerable judicial inter- 
pretation which should be equally applicable to Art. 2(10) and (11), 
UCM]. 

A person may be considered to be “accompanying or serving with” 
an armed force although he is not directly employed by such force or 
by the Government. Thus, in the McCune" case it was no defense 
that the petitioner was hired by a private firm or that the contract 
between the government and the private corporation stated that the 
members of the crew “shall be subject only to the orders of the mas- 
ter.” The court pointed out that to make jurisdiction depend upon 
the contract of employment would allow the civilian to nullify the 
provisions of AW 2(d) by agreeing with his employer in advance of 
his “accompanying the army in the field,” that he would be subject 
only to his employer’s orders. In Ex parte Gerlach® the petitioner 
was a passenger on an army transport; during the voyage he volun- 
teered to stand watch and did so for several days. For a refusal to 
continue he was tried by court-martial. In denying a writ of habeas 
corpus the court found that Gerlach was “accompanying” and “volun- 
tarily serving with” the army when he disobeyed the order. A simi- 
lar decision resulted where the petitioner was employed by a contrac- 
tor engaged by the Government to conduct salvage operations in North 
Africa during World War II. Although petitioner was employed to 
maintain air conditioners and refrigeration machinery used by the 
contractor’s employees the court found that he was an “integral part 
of the whole endeavor and as such was within the intendment of 
art. 2(d).” 

The distinction between “accompanying” and “serving with” may 
become an important one in certain cases, for even though a civilian’s 
contract with the Government may have come to an end before he 
has committed an offense, so that he is no longer “serving with” an 
armed force, jurisdiction may remain on the ground that he is “ac- 


61 53 F. Supp. 80 (E.D. Va. 1943). 
62 247 Fed. 616 (S.D.N.Y. 1917). 
63 Perlstein v. United States, 151 F.2d 167 (3d Cir. 1945). 
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companying” an armed force because of his continued connection 
with a military community. 

The statement is frequently made that a civilian is presumed not 
to be subject to military jurisdiction and that the party asserting such 
jurisdiction must point to a valid Congressional enactment.* If 
applied only to jurisdiction under military law this statement would 
seem correct. The courts will not predicate jurisdiction on the basis 
of convenience, necessity, or non-availability of civil courts. How- 
ever, in determining the meaning of the language used in AW 2(d) 
the courts have considered the legislative history of the article.** This 
indicates that one of the objectives in its passage was to give mili- 
tary jurisdiction over civilians in places where there were no United 
States courts, and “where it is contrary to international policy to 
subject such persons to the local jurisdiction.”** This factor was 
given considerable weight where an employee of an American air- 
craft company who worked exclusively on British-owned airplanes 
at an overseas base, used jointly by the United States and Great 
Britain, was held subject to trial by a United States Army court- 
martial, even though the offense was committed while he was visit- 
ing in a native village thirty miles from the base. 

Whether a civilian is “accompanying or serving with” an armed 
force depends on a number of variable factors. Within the United 
States a direct relationship with a unit or activity “in the field” would 
seem to be necessary,°* while overseas a person would seem to be 
accompanying the armed force if his presence in the area were spon- 
sored by the armed forces either directly or indirectly. Jurisdiction 
over civilians in occupied territory, regardless of their status, will be 
discussed in a later section. The variety of situations in which civil- 
ians have been held subject to military law under AW 2(d) is illus- 
trated in the following instances where there was trial by court- 
martial: members of the American Red Cross;?° members of the 
Army Specialist Corps, a corps of uniformed civilian employees ;" 
Civil Air Patrol Pilots ;** a civilian guard employed by a contractor 


64 Perlstein v. United States, supra note 63; Grewe v. France, 75 F. Supp. 
433 (E.D. Wisc. 1948) ; CM 329933, 7 Bull. JAG (Army) 125, 126 (1948). 

65 In re Di Bartolo, 50 F. Supp. 929 (S.D.N.Y. 1943); Perlstein v. United 
States, supra note 63; McCune v. Kilpatrick, 53 F. Supp. 80 (E.D. Va. 1943). 


66 In re . Bartolo, supra note 65; see also Ex parte Wilson, 33 F.2d 214 
(E.D. Va. 1929). 


67 Sen. Rep. No. 130, 64th Cong., Ist Sess. 37, 38 (1916). 


68 Jy re Di Bartolo, 50 F. Supp. 929 (S.D.N.Y. 1943), criticized, Note, 13 
Forp, L. Rev. 122 (1944). 


89 Ex parte Weitz, 256 Fed. 58 (D. Mass. 1919). 
70 Dig. Op. JAG 1912-1940, § 359(14). 
™1 Butt. JAG (Army) 131 (1942). 
124 _. JAG (Army) 226 (1945). 
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at a construction site on an army base leased from Great Britain ;** 
employees of a Board of Economic Welfare sent overseas at the re- 
quest of a theater commander to clothe and feed the civil population ;** 
civilian signal corps employees engaged in decoding messages in the 
United States ;** USO entertainers with troops overseas ;"* civilian 
passengers on WSA vessels allocated to the army carrying military 
personnel or cargo;"’ post exchange employees at camps in the 
United States ;"* and newspaper correspondents in Australia officially 
accredited to the United States Army.” 

A limitation on military jurisdiction within the United States was 
drawn in Ex parte Weitz.*° There the petitioner was a civilian 
chauffeur employed by a contractor doing construction work at a 
training camp in the United States during World War I. While 
operating the vehicle at the camp he ran into and killed a soldier. On 
being held by the army for trial by court-martial he applied for a 
writ of habeas corpus. In granting the writ on the ground that the 
petitioner was not “accompanying or serving with” the army the 
court said, “There is a clear distinction between work done in the 
erection or maintenance of a camp of semipermanent character, or 
supply of an army in the field. Both sorts of work are necessary to 
the army, but only persons engaged in the latter sort are amenable 
to military law and punishment.” In spite of some criticism,® this 
appears to be a sound decision, since there is no basis in reason or 
practical necessity that would justify jurisdiction within the United 


73] Butt. JAG (Army) 357 (1942). 

™2 Butt. JAG (Army) 234; UNNRA personnel, however, were held not 
to be within the purview of AW 2(d) even though they were serving with and 
accompanying the Army. This decision was based on the nature of the organ- 
ization, the diverse nationality of its personnel and the absence of Army con- 
trol over the operations. 5 Butt. JAG (Army) 63 (1946). 

™4 Butt. JAG (Army) 224 (1945). 

76 Jd. at 225. 

T Id. at 226. 

™8 Dig. Op. JAG, 1912-1940, § 359 (13). 

71 Butt. JAG (Army) 212 (1942). See 4 Butt. JAG (Army) 223 (1945) 
for a comprehensive list of instances in which civilians havt been tried by 
courts-martial. More recently, the United States Court of Military Appeals 
upheld the court-martial conviction of a civilian employee of the Department of 
the Army who was employed as production superintendent at a Japanese tire 
factory which produced tires for the Army. United States v. Marker, 3 CMR 
127 (1952). 

It seems clear that dependents of servicemen overseas have been properly 
subjected to military jurisdiction. A candid opinion to this effect was expressed 
during the legislative consideration of UCMJ. In explaining the bill Senator 
Kefauver stated, “If the wife accompanies her husband outside the continental 
limits of the United States and outside the territories listed in subsection (11) 
. .. she will be subject to the uniform code as presented in this bill, just as she 
is subject to the military code today.” 96 Conc. Rec. 1357 (1950). 

80 See note 69 supra. 

81 Dig. Op. JAG, 1912-1940 § 359. 
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States over one in the position of the petitioner. In United States 
v. Schultz the Court of Military Appeals held that a United States 
citizen who was discharged in occupied Japan, secured a commercial 
entry permit from occupation authorities, and obtained a job as man- 
ager of a nonappropriated fund civilian club there was not ‘“‘accom- 
panying or serving with” the army under AW 2(d).* 


Cc 
Termination of Jurisdiction 


Assuming that a civilian was at one time subject to military juris- 
diction, when does it end? Several cases considered in the federal 
courts have presented this issue. In the Perlstein case * the peti- 
tioner had been discharged from his job in Eritrea; an offense he 
committed just before boarding a ship for his return to the United 
States was not discovered until after the ship had sailed; when the 
ship arrived in Egypt he was arrested and tried by a general court- 
martial. Petitioner’s contention that his discharge ended any army 
jurisdiction over him was rejected; the proximity to the battle front 
and control by the army was such that he continued to be in the cate- 
gory of one “accompanying” the army. Similar arguments were 
rejected in In re Di Bartolo** and in Grewe v. France.**> While it 
involved trial by a military government court, the case of In re Bush** 
involved an offense committed in occupied Japan at a time when 
petitioner was subject to either military law or military government 
jurisdiction. The petitioner quit his job and returned to the United 
States; subsequently, while enroute to Siam he stopped in Japan 
where he was arrested by occupation authorities, and tried and con- 
victed for a former offense. His petition for habeas corpus was re- 
jected by the Supreme Court.** Under the Articles of War (and 
under UCM], except for the offenses covered by Article 3[a]) juris- 
diction based on the civilian’s being outside the territorial limits of 
the United States would seem to end when such person returned to 
the United States and was no longer connected with the service, 
unless he was arrested or served with charges prior to re-entry. A 
civilian who escaped after service of charges and returned to the 


82 United States v. Schultz, 4 CMR 104 (1952); jurisdiction justified on 
other grounds, discussed infra. 


83 Perlstein v. United States, 151 F.2d 167 (3d Cir.), cert. dismissed, 328 
U.S. 822 (1945). 


8450 F. Supp. 929 (S.D.N.Y. 1943). 
8575 F. Supp. 433 (E.D. Wisc. 1948). 
86 336 U.S. 971 (1949). 


87 In re Bush, 336 U.S. 971, rehearing denied, 337 U.S. 934 (1949). But see 
United States v. Schultz, 4 CMR 104 (1952). 





728 THE GEORGE WASHINGTON LAW REVIEW 


United States was held subject to arrest by military authorities and 
return to Germany for trial by court-martial.** 

In certain instances extradition is, and has been since 1900, avail- 
able to military commanders overseas. Where jurisdiction over the 
person rests on the occupation or control by the United States of a 
foreign country or territory, Congress has provided that “Any per- 
son who, having violated the criminal laws in force therein by the 
commission of any of the offenses enumerated below [sixteen offenses 
are listed], departs or flees from justice therein to the United States, 
shall . . . be liable to arrest and detention by authorities of the United 
States, and on written request or requisition of the military gov- 
ernor . . . shall be returned and surrendered . . . to such authorities 
for trial under the laws in force in the place where such offense was 
committed.” ®° Thus, jurisdiction over certain persons committing 
offenses in occupied territory continues independently of Art. 3(a), 
UCMJ, discussed below ; however, there is an overlap of the offenses. 
In an extradition proceeding the judge of a United States court shall 
hold such person on evidence establishing probable cause that he is 
guilty of the offense charged. This provision protects the military 
establishment from charges of summary and unwarranted action, and 
protects the accused by allowing a judge to make a preliminary deci- 
sion on the sufficiency of the evidence. There is no such safeguard, 
however, where jurisdiction is asserted under Article 3(a). 

In providing for continuing jurisdiction over those who commit 
certain offenses while “subject to the code,” Art. 3(a), UCMJ,® would 
seem to apply to civilians as well as servicemen. This article is new 
and was inserted in the code in order to remedy the situation revealed 
in the case of United States ex rel. Hirshberg v. Cooke,” in which 


88 United States ex rel. Mobley v. Handy, 176 F.2d 491 (Sth Cir.), cert. 
denied, 338 U.S. 904 (1949). 

8962 Stat. 823 (1948), as amended, 63 Star. 96 (1949), 18 U.S.C. § 3185 
(Supp. 1952). This act was originally passed in 1900 for the purpose of allow- 
ing extradition in the case of offenses committed in Cuba where the offender 
had returned to the United States, H.R. Rep. No. 1652, 56th Cong., Ist Sess. 
(1900); Sen. Rep. No. 1515, 56th Cong., Ist Sess. (1900). The Supreme 
Court upheld the validity of the act in Neely v. Henkel, 180 U.S. 109 (1901). 

9 Art. 3 (a) provides: “Subject to the provisions of article 43 [statute of 
limitations, generally two years with exceptions] any person charged with hav- 
ing committed, while in a status in which he was subject to this code, an 
offense against this code, punishable by confinement of five years or more and 
for which the person cannot be tried in the courts of the United States or any 
State or Territory thereof or of the District of Columbia, shall not be relieved 
from amenability to trial by courts-martial by reason of the termination of said 
status.” (Emphasis added). 

61 336 U.S. 210 (1949) ; the Court of Military Appeals has engrafted an ex- 
ception on the Hirschberg case in United States v. Solinsky, No. 594, Court of 
Military Appeals, Feb. 2, 1953. For a discussion of the background and some 
of the problems involved in asserting military juridiction after a change of 
status due to discharge, see Snedeker, Jurisdiction of Naval Courts-Martial Over 
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the Supreme Court held that a navy petty officer could not, under 
the then existing law, be tried for maltreatment of fellow prisoners 
of war in the Philippines where the offense was not discovered until 
after he had received an honorable discharge; this even though he 
had re-enlisted on the day following his discharge. There were 
numerous other instances of crime without punishment due to the 
termination of jurisdiction upon discharge.® As originally proposed, 
Article 3(a) would have applied only to reserve personnel of the 
armed forces. However the original proposal was revised by the 
House Committee on Armed Services ;** this revision eventually be- 
came the present Article 3(a). Throughout its consideration in 
committee and before both houses of Congress this article was con- 
sidered solely from the aspect of continuing jurisdiction over those 
who committed certain offenses while in the military service. As 
written, however, it is inescapable that in addition to continuing 
jurisdiction over ex-service men, there is continuing jurisdiction over 
civilians who were never in the service but who were “subject to the 
code” under Article 2. Thus, in Article 3(a) is found the only 
major change in the code insofar as an extension of jurisdiction over 
civilians is concerned. Subject to a statute of limitations in Article 
43, it gives military authorities power to arrest and try civilians who 
were once “subject to the code” either as servicemen or civilians for 
any crime committed while in that status which may be punishable 
by confinement for five years or more and which cannot be tried in a 
civil court. The code provides that the president shall prescribe limi- 
tations of punishments.°* The manual indicated that there are more 
than forty offenses for which punishment of five years or more can 
be given.*® Many of these offenses are strictly military offenses over 
which the civil courts have no jurisdiction. The extent to which the 
federal courts can assume jurisdiction over offenses on the high seas, 
or even in foreign countries, appears to be an open question.” 
Civilians, 24 Notre Dame Law. 490 (1949). Legislative explanations of this 
article are contained in H.R. Rep. No. 491, 81st Cong., Ist Sess. 5 (1949), and 
Sen. Rep. No. 486, 81st Cong., Ist Sess. 8 (1949). 

92 Myers and Kaplan, Crime Without Punishment, 35 Gro. L. J. 303 (1947). 
A notorious case came to light after this article appeared, and involved the 
alleged murder of an OSS officer by his subordinates in Italy while they were 
operating behind the German lines in 1944. Both suspects had received dis- 
charges and had returned to civilian life in the United States before the crime 
was uncovered. No United States court-martial or civil court had jurisdiction, 
and an attempt at extradition by Italy was denied. In re Lo Dolce, 106 F. 
Supp. 455 (W.D.N.Y. 1952). 

93 House Hearings before yo ‘ommittee on Armed Forces on H.R. 2498, 81st 
Cong., Ist Sess. 879, 1262 (1949). 
4 Art. 18, UCM J. 
% MANUAL FoR CouRTS- MartiaL, Unirep States 219 (1951). 


96 See United States v. Bowman, 260 U.S. 94 (1922); Skiriotes v. Florida, 
313 U.S. 69, 73 (1940). 
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The legislative purpose of Article 3(a) was to provide for the 
trial of offenses of a serious nature which otherwise would go un- 
punished. The Judge Advocate General of the Army voiced some 
apprehension as to the wisdom of extending military jurisdiction 
over civilians who were no longer connected with the service ;*’ these 
fears were based on the general attitude of the public toward military 
law, and the resentment which would result from any extensive exer- 
cise of the power thus granted over persons who had resumed their 
former status in a civilian community. The power granted to the 
armed forces by this article should be used with restraint and only 
in those cases where the decision to do so is based on mature con- 
sideration of the charge and the available evidence. 


D 
Concurrent Jurisdiction 


Art. 18, UCMJ, provides that a general court-martial, in addition 
to having jurisdiction over persons subject to the code, “has juris- 
diction to try any person who by the law of war is subject to trial 
by a military tribunal and may adjudge any punishment permitted 
by the law of war.” This article was taken from AW 12 and accepted 
in committee without extended discussion or detailed analysis.** Art. 
21, UCMJ, re-enacts AW 15 and provides that the jurisdiction con- 


ferred on courts-martial shall not deprive “military commissions, 
provost courts, or other military tribunals of concurrent jurisdiction” 


®T In commenting on the proposed code, General Green, the Judge Advocate 
General of the Army, stated: 

“Articles 2 (3) and 3 (a) of the code extend military jurisdiction over per- 
sons not now subject to it. I believe that this is unnecessary and the inevitable 
result will be public revulsion against its exercise. It has been my experience 
that no matter how just and fair the system of military justice may be, if it 
reaches out to the civilian community, every conceivable emotional attack is 
concentrated on the system. This is as it should be. . . . I do not advocate 
that such persons should go unpunished. I merely suggest that you confer juris- 
diction upon Federal courts to try any person for an offense denounced by the 
code if he is no longer subject 4 Boas ’ Sen. Hearings before Committee on 
Armed Services on S. 857 and H.R. 4080, 81st Cong., lst Sess. 1, 256 (1949). 
Objections were also voiced by other witnesses. Jd. at 156. 

During the Senate floor debate Senator McCarran gave three “horrible ex- 
amples” (without citations) of instances in which servicemen who had returned 
to civilian life were arrested by military authorities and spirited away for 
investigation or trial. 96 Conc. Rec. 1413 (1950). 


98 See House Hearings before Committee on Armed Services on H.R. 2498, 
81st Cong., Ist Sess. 958 (1949), where one Congressman states, “The law of 
war was ‘whoever gets there the fustest with the mostest.’” Nor did General 
Crowder give any extended explanation in 1916 as to the purpose of including 
law of war offenses in AW 12. His only comment was, “Art. 12 is a new 
article. It simply declares the jurisdiction of the general courts-martial. I take 
it there is no impropriety in making that a matter of express provision.” SEN. 
Rep. No. 229, 63d Cong., 2d Sess. 52 (1914). 
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over offenses or offenders that by statute or the law of war may be 
tried by such tribunals.*® 

In extended opinions in recent years, some of which were discussed 
above, the Supreme Court has reviewed the origin and development 
of military tribunals exercising law of war and military government 
jurisdiction, and has considered the problem of whether Articles 12 
and 15 conferred procedural rights on those tried by such tribunals. 
In the most recent case, Madsen v. Kinsella,” the petitioner, depend- 
ent wife of a serviceman stationed in Germany, had been convicted 
by an occupation court composed of civilian judges of murdering her 
husband in Germany. The offense was charged under the German 
Criminal Code which had been adopted as the controlling law by the 
occupation authorities. While serving sentence in the United States 
she applied for a writ of habeas corpus on the ground that, as a per- 
son subject to the code under AW 2(d), she should have been tried 
by a court-martial according to the statute passed by Congress, and 
the occupation court, established by executive mandate, had no juris- 
diction over her. The Supreme Court, after a review of the legis- 
lative history of AW 12 and 15, found that there was concurrent 
jurisdiction ; that the court which tried her conformed to the Consti- 
tution and laws of the United States and had jurisdiction over her 
person and the offense. The petition was denied. This decision 
should serve to remove any doubt as to the construction of the pres- 
ent Arts. 18 and 21, UCMJ. 

In discussing the effect of AWs 12 and 15 on the procedure to be 
followed by military commissions, the Court, in the Yamashita case, 
stated that while the articles recognized but one kind of military com- 
mission, two classes of persons—those subject to military law under 
AW 2, and those not so subject—could be tried by it; as to the former 
class the Articles of War procedure was required, but not as to the 
latter.1°* This does not appear to be a sound distinction ; for example, 
where two American citizens are to be tried by a military commission 


99 The consideration of this article (identical with AW 15) was also cursory 
and was accepted without opposition because AW 15 had been construed by the 
Supreme Court in Ex parte Quirin, 317 U.S. 1 (1942). H.R. Rep. No. 491, 
8lst Cong., Ist Sess. 16 (1949); Sen. Rep. No. 486, 81st Cong., Ist Sess. 13 
(1949). General Crowder’s explanation of AW 15 in testimony before Con- 
gressional committees in 1916 has been accepted as authority that in passing 
this article Congress recognized the “common-law war court” and intended that 
it should have concurrent jurisdiction with courts-martial. Sen. Rep. No. 229, 
63d Cong., 2d Sess. 53 (1914); Sen. Rep. No. 130, 64th Cong., Ist Sess. 40 
(1916). The only difficult question to arise has been whether the code pro- 
cedure applied to military tribunals other than courts-martial. 

100 343 U.S. 341 (1951). 

101 This issue was recognized by the Court in the Quirin case. However, 
since there was disagreement on the matter and a decision on the point was not 
required, no opinion was given. Ex parte Quirin, 317 U.S. 1, 47 (1942). 
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the procedural requirements should not vary according to whether 
one or the other was or was not subject to the code at the time of the 
offense. Two of the dissenting Justices in the Yamashita case were 
of the opinion that the procedure required by the articles of war was 
equally applicable to trials by military tribunals other than courts- 
martial. However, aside from theoretical reasons, such a require- 
ment would be impracticable, if not impossible, particularly in the 
early stages of an occupation. 

In the Madsen case the Court had an opportunity to apply the law 
as stated in the Yamashita case, since it was conceded that the defend- 
ant, at the time of the offense and the trial had been “subject to mili- 
tary law.” There was no mention of this aspect of the Yamashita 
case however. The Court considered the procedure established by 
military ordinance, and followed by the occupation court, and found 
that the “rights of individuals were safeguarded.” With apparent 
approval the Court, in a footnote, quoted from an Army field manual, 
in part, as follows: 


Military government tribunals are not governed by the provi- 
sions of the Manual for Courts-Martial nor by the limitations 
imposed on courts-martial by Articles of War.’ 


The ultimate issue is whether there is any recourse to the federal 
courts for alleged wrongful action by a military tribunal other than 
a court-martial. The number of military commission cases which 
have been scrutinized and given careful consideration by the Supreme 
Court in recent years belies the oft-reiterated statement that such 
tribunals are not subject to judicial control in the absence of legisla- 
tion. In fact the federal courts have, on petition for habeas corpus, 
inquired into matters of jurisdiction regardless of where the petition- 
ers were confined.*? In order to determine jurisdiction over the 
offense the courts must inquire into, and interpret, the law of war. 
To date the Court has not interfered with the procedural rules used by 
military commissions ; however the Court has given ample indication 
that it would not be powerless to grant relief in the case of a flagrant 


102 Madsen v. Kinsella, 343 U.S. 341, 359 (1951). 


103 Ex parte Endo, 323 U.S. 283, 305 (1944) (prisoner had been removed 
from the district where petition filed) ; Johnson v. Eisentrager, 339 U.S. 763, 
766 (1950) (enemy alien prisoners confined in Germany); Burns v. Lovett, 21 
U.S.L. WeEK 3170 (U.S. Dec. 16, 1952) (prisoners confined in Japan). But cf. 
Aherns v. Clark, 335 U.S. 188 (1948) (enemy aliens imprisoned in district 
other than that in which petition filed). In Fairman, Some New Problems of 
the Constitution Following the Flag, 1 Stanrorp L. Rev. 587, 631 (1949), the 
author criticizes the Aherns decision, and further suggests that United States 
citizens imprisoned overseas be permitted to petition in the United States Dis- 
trict stg for the District of Columbia. Subsequent cases have followed this 
procedure. 
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violation of the principles of right and justice as developed in its 
decisions. 

There have been few trials by courts-martial of persons who were 
not subject to military law for violations of the law of war. This 
provision of AW 12 (now Art. 18, UCMJ) has been used primarily 
to uphold courts-martial convictions on review when it was deter- 
mined that the person was not subject to military law as believed at 
the time of the trial. The case of United States v. Schultz’ is a 
good illustration of this. As indicated above, Schultz, a civilian citi- 
zen of the United States in occupied Japan, was the driver of a car 
which struck and killed two Japanese pedestrians. He was tried by 
general court-martial under AW 93 (involuntary manslaughter) and 
AW 96 (speeding and drunken driving). He was convicted of the 
lesser included offense of negligent homicide and sentenced to a fine 
and confinement for one year. At the trial he contended that the 
court-martial lacked jurisdiction on the ground that he was not sub- 
ject to military law under AW 2(d), since he was not “accompanying 
or serving with” the army either at the time of the offense or at the 
time of trial. On review the United States Court of Military Ap- 
peals, agreeing with the accused, found that he was not subject to 
military law under AW 2(d). Nevertheless, the conviction was 
affirmed on the theory that AWs 12 and 15 gave courts-martial and 
other military tribunals concurrent jurisdiction over law of war of- 
fenses and offenders; that negligent homicide, while not recognized 
by the common law of war, was an offense under the Japanese code 
which was in effect by virtue of an occupation directive; and that, 
since the accused was in occupied territory and violated a local law 
retained by the military commander, the court-martial had jurisdic- 
tion under AW 12 over the accused and the offense. The court found 
that there was no prejudice in the fact that neither Schultz nor the 
prosecution knew the actual basis of jurisdiction at the time of the 
trial. It further found that the sentence was legal although greatly 
in excess of that provided by the Japanese law which the accused was 
said, on review, to have violated. In fact there was no limitation on 
the punishment which the court-martial could have given since it was 
“sitting as a military commission.” Similar application has been made 
of AWs 12 and 15 by lower reviewing bodies in upholding convic- 
tions in which the accused had been erroneously tried as subject to 
military law.2°° The reasoning used in these opinions to rectify mis- 
takes of the convening authorities does not appear to be justified 


104CMR 104 (1952). 


_ 11 Dic. Ops. (Armed Forces) 142 (1951) ; see also United States v. Flem- 
ing, 2 CMR 312 (1951). 
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either by the purpose of the article or by considerations of necessity. 
For example, in the Schultz case, it would seem that at the time of 
the trial the accused was entitled to know whether he was being tried 
under American law passed by Congress or under Japanese law 
adopted by the executive, and whether or not there was any limit on 
the punishment which could be given by the court-martial. 

In any application of jurisdiction over civilians under the law of 
war either by courts-martial or other military tribunals distinction 
between two types of offenses which can be so tried must be kept in 
mind. First are crimes recognized by international law as principles 
governing the behavior of both civilian and soldier during time of 
war.'°® Second are violations of the local laws imposed in an occu- 
pied area by the occupying power pursuant to his power and duty to 
maintain law and order in the occupied territory." The law of war 
does not, however, give military tribunals power to try civilians not 
subject to military law for purely military offenses. In Hammond v. 
Squier®® the petitioner, a merchant seaman, had been convicted by 
a military commission for “striking his superior officer,” a chief engi- 
neer, while their ship was at New Caledonia. A writ of habeas cor- 
pus was issued on the ground that there was no jurisdiction over the 
offense since it was not recognized by the law of war. 


V 
CoNCLUSION 


Throughout the legislative consideration of the Uniform Code of 
Military Justice there were occasional objections that the proposed 
legislation extended too much military control over civilians.*°* The 
facts, however, do not support such a contention. Admittedly juris- 
diction over civilians has been broadened considerably since 1775 
when Congress gave courts-martial jurisdiction only over civilians 
rendering a functional service to the army in camp or in the field in 
time of war, and when those committing nonmilitary offenses were 


106 See e.g., the Quirin, Eisentrager, and Yamashita cases. 

107 See e¢.¢., Madsen v. Kinsella, 343 U.S. 341 (1951); United States v. 
Schultz, 4 CMR 104 (1952). 

108 5] F. Supp. 227 (W.D. Wash. 1943). At the time of the trial the Navy, 
under AGN, had no military law jurisdiction are civilians; thus the jurisdic- 
tion had to rest on law of war principles. 34 U.S.C. § 1201, note 26 supra, was 
not in effect at the time of the offense in this case. 

109 A witness representing the Reserve Officers Association stated: “We feel 
that the attempt to broaden the base for military jurisdiction of military courts 
is definitely unsound and feel that the converse should be true. The classes of 
persons subject to military law should be further circumscribed. The increase 
of court-martial jurisdiction is the opening of the door to a military dictator- 
ship.” House Hearings before Committee on Armed Services on H.R. 2498, 
81st Cong., Ist Sess. 743 (1949). 
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surrendered to the civil authorities.**° The jurisdictional power pres- 
ently vested in courts-martial as well as other military tribunals has 
developed gradually. Both the legislation and court decisions have 
reflected the changes in the nature and the scope of our military 
operations. 

The vast scale of modern expeditions with their requirements for 
technical skills, coupled with the military commander’s responsibility 
for indefinite occupation and governing of conquered territory, has in 
recent years drawn many thousands of civilians within the orbit of 
military jurisdiction. This jurisdiction over such persons who are 
beyond the reach of our civil courts is certainly not inconsistent with 
the military commander’s responsibility. The success or failure of 
an operation depends as much on these civilians who are in every 
sense a part of our armed forces as on those in uniform. Further, 
considerations of morale as well as discipline dictate that the civilian 
accompanying the armed forces overseas should be subjected to essen- 
tially the same regulation and control as the soldier. It would seem, 
therefore, that the power which may be lawfully exercised by military 
authorities over civilians at the present time can be justified by prac- 
tical considerations. 

As indicated above, Article 3(a) is the only instance in which 
UCM] added substantially to the existing law. While there might 
be some argument as to whether a better method might be used, cer- 
tainly the purpose of the provision is sound. AW 2(d) and 34 
U.S.C. §1201,1"* were combined and divided into sections (10), 
(11), and (12) of Art. 2, UCMJ, and thus were made applicable to 
all the armed services. There was some concern lest the military 
law should conflict with treaties or other international agreements ;?"? 
for this reason Article 2(11) and (12), as adopted, contained treaty 
provisions. The only other changes were the addition of the words 
“employed by” to “serving with and accompanying,” discussed above, 
and the deletion of the limitation as to “war or national emergency” 
which had appeared in 34 U.S.C. § 1201. 

For the army and air force there would seem to be no significant 
change from that jurisdiction which existed prior to UCMJ. The 


110 Madsen v. Kinsella, 343 U.S. 341, 349 (1952). 
111 The provisions of this act are set forth in note 26 supra. 


112 H.R. Rep. No. 491, 81st Cong. Ist Sess. 9 (1949), in which the committee 
states, “We fully recognize the fact that certain limitations have been placed 
upon the jurisdiction of the United States by virtue of certain treaties and agree- 
ments and that this jurisdiction may be further curtailed by future agreements. 
Certainly, we do not desire to arouse the suspicion of any foreign governments 
by the use of any language in this code which would appear to give the armed 
forces jurisdiction in excess of obligation which we have already or may in 
the future assume by treaty or agreement.” 
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navy, however, has for the first time been given peacetime jurisdic- 
tion over certain civilians. In addition to the specific grants of power 
conferred by Congress, the structure and organizational development 
within the executive branch of the government itself can have an 
effect on the jurisdiction exercised by the various services over civil- 
ians. The integration of all military sea transportation into the Mili- 
tary Sea Transportation Service (MSTS) under the cognizance of 
the Navy is an example. The Secretary of Defense in establishing 
MSTS provided for a unified sea transportation service under direc- 
tion and control of the Navy Department.’** The directive not only 
provides for control and operation of Government-owned vessels 
assigned to MSTS, but also provides for procurement and operation 
of vessels outside the MSTS fleet by bareboat, time and voyage char- 
ter, and the procurement of space in commercial shipping vessels as 
necessary. Personnel involved in the operation of these vessels are 
both military and civilian, with civilian personnel in the categories of 
civil service employees, employees of general agents of the Govern- 
ment, and employees of independent contractors of the Government. 
Civilians who are on board commercial vessels integrated into the 
MSTS fleet as to detailed schedules, sailing orders and employment 
plans would seem clearly within Article 2(10), in time of war, and 
Article 2(11) at all times, under the decision of In re Berue. How- 
ever, those non-Government owned ships under voyage and space 
charter to MSTS are commercial vessels essentially free from direct 
military control. Civilians on board vessels which, incident to their 
general business operations, have space or the entire vessel chartered 
for one voyage to MSTS are not so related to military control that 
court-martial jurisdiction should attach. Should such vessel become 
part of a convoy, or call at a port or enter an area under military 
control, it would seem that Articles 2(10) and 2(11) would apply." 

That United States military tribunals have power to try citizens 
of the United States is now beyond question. Congress has been 
careful to limit the exercise of military law jurisdiction to those in- 
stances where it was necessary for the security and protection of the 
military forces in wartime or where there were no other courts which 
could try a person for offenses committed while closely associated with 
the armed forces. There has been, in recent years, no apparent abuse 
of the power granted. This was indicated by the lack of any specific 
criticism of this aspect of military law during the legislative considera- 
tion of UCMJ. The only objection to the proposed articles concern- 


113 Navy Department Bulletin, p. 69, July-December, 1949. 


114 See 2 Dic. Ops. (Armed Forces) 45 (1952) ; Brock, Military Jurisdiction 
over Civilians, JAG JournAL (Navy) (Dec. 1952) 
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ing jurisdiction over civilians was prospective and general in 
nature,?** 

As in any case where power is coupled with discretion, the power 
is subject to abuse, and past performance does not insure future per- 
fection. In disposing of offenses by civilians under their cognizance, 
military authorities should not lose sight of the limited scope and pur- 
pose of their jurisdiction. When possible civilians should be tried by 
civil courts. When this cannot be done and a military trial is 
necessary the accused must be, where subject to military law, afforded 
all the safeguards provided by UCMJ, and in case of the exercise of 
the law of war jurisdiction, should be afforded at least the rights 
which have been developed by precedent and applied to this type of 
trial during and after World War II. James F. LAWRENCE. 


PUBLIC CONTRACTS ACT: 
EFFECT OF RECENT AMENDMENT 


In times of declining business, maintenance of wage standards 
acquires preeminence on the national scene. Any efforts designed 
to strengthen purchasing power when business depression or reces- 
sion threatens are jealously and instinctively protected. The depres- 


sion of wage standards in any given section will affect the whole 
country. 

Government construction contracts and purchase contracts are 
significant in the area of wage standard controls. To establish and 
preserve minimum wage levels, reasonable working hours, and satis- 
factory working conditions, legislation was effected in these two fields. 
In 1931 the Davis-Bacon Act was passed.’ Five years later, in 1936, 
the Walsh-Healey Bill became law.? For the purpose of this article, 
attention will be focused only upon the latter.* 

The Public Contracts Act (Walsh-Healey) was passed to relieve 
one aspect of the social tension which resulted from the Supreme 
Court’s ruling in the Schechter case,* that the code-making authority 
conferred on the president by the National Industrial Recovery Act 
was an unconstitutional delegation of legislative power. Under the 


115 See ¢.g., note 109 supra; also correspondence between the Senate Judiciary 
Committee and the Senate Committee on the Armed Services concerning the 
proposed Uniform Code of Military Justice. 96 Conc. Rec. 1366 (1950). 


146 Stat. 1494 (1931), as amended, 49 Star. 1011 (1940), 40 U.S.C. 8 276a 
(1946). 


249 Stat. 2036 (1936), as amended, 41 U.S.C. §§ 35-45 (Supp. 1952). 
3For a discussion of the Davis-Bacon Act, see [1952] Wis. L. Rev. 440. 
4A.L.A. Schechter Poultry Corp. v. United States, 295 U.S. 495 (1935). 
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NIRA the president was empowered to approve applications for, or 
prescribe in the absence of application, codes of fair competition in 
any trade, industry, or subdivision thereof.° The codes, inter alia, 
contained provisions regarding minimum wages, maximum hours, 
and other general labor problems. 

Following the Schechter decision, labor standards achieved under 
the codes began to decline. The Government was compelled to pur- 
chase its supplies from the lowest responsible bidder,® regardless of 
the labor conditions prevailing among these contractors. Hence the 
Government, while urging the maintenance of high labor standards, 
was in many instances dealing with employers who chose to ignore 
these standards. The solution to this problem was found in the 
Walsh-Healey Act. 

Contractors and dealers throughout the country compete to secure 
Government contracts. As among these prospective bidders, the 
existence of wage differentials is particularly significant. Logically, 
the manufacturer paying the least wage to his employees is in a posi- 
tion to underbid his rivals, all other costs being equal. The Govern- 
ment, however, has subordinated its normal inclination to buy at the 
lowest price to its efforts to stabilize the economy and enhance labor 
standards in areas where it can successfully do so. 

Under the Constitution, the Federal Government’s power to regu- 
late private enterprise is limited.” However, when the private con- 
cerns are dealing directly with the Government, these limitations dis- 
appear. So in the Walsh-Healey Act, the Government has found 
one means of imposing its concept of social justice on private busi- 
nesses throughout the country. 

Similarly, under the Fair Labor Standards Act,* which establishes 
a wage floor of 75 cents per hour for employees when the employer 
is engaged in interstate commerce, Congress translated much of the 
aforementioned policy into law on a much broader scale. As is obvi- 
ous, the two Acts conjoin in many instances with the result that 
either may serve as a supplement to the other. Thus Congress has 
injected an artificial element into the economy in the form of wage 
levels which might not exist but for this legislation. 

The Walsh-Healey Act covers contracts for purchase with the 
Federal Government exceeding $10,000.° It provides and establishes 


548 Strat. 195, 196 (1933). 

6 Following the Schechter case and the abandonment of the NIRA, the Comp- 
troller General ruled that the Government in awarding its contracts must do so 
without regard to labor conditions prevailing among the bidders. 

TU.S. Const. AMEND. X. 

852 Strat. 1060 (1938), as amended, 63 Stat. 910 (1949), 29 U.S.C. § 201 
(Supp. 1952). 

Tae? 1 of Public Contracts Act, supra note 2. 
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conditions for the purchase of the necessary supplies and the negotia- 
tion of contracts by the United States.*° Under its provisions, the 
employees of the manufacturer, or regular dealer, who enters into a 
contract with the Government, are to be paid a minimum wage which 
is found by the Secretary of Labor 
to be the prevailing minimum wage for persons employed in 
similar work, or in particular or similar industries or groups of 
industries currently operating in the locality in which materials, 
supplies, articles, or equipment are to be manufactured or fur- 
nished under said contract ;™ 


The Secretary of Labor has no authority under this provision to estab- 
lish minimum wages. He is required only to ascertain the already 
existing prevailing minimum.” 

Wage orders issued by the Secretary of Labor since the passage 
of the Act have covered broad regional areas, in most cases the entire 
United States.** As will be seen, it is charged that the Secretary has 
failed to properly interpret the “locality” provision in arriving at 
these wage determinations. 

Exempt under the provisions of the Act itself are “purchases of 
such materials, supplies, articles, or equipment as may usually be 
bought in the open market.”** This provision has been construed to 
exempt only those supplies, etc., which may usually be bought in the 


“open market” by the Government without the necessity of advertis- 
ing for bids.** 
This article will be confined to a consideration of these two provi- 
sions of the Act. They represent the source of current controversy. 
Recently, in Covington Mills v. Durkin,® ten Georgia mills filed 
suit to enjoin a wage order issued by the Secretary of Labor increas- 


10 Title of Public Contracts Act, supra note 2. 

11 Section 1(b) of Public Contracts Act, supra note 2. 

12“Mr. HEALEY.... / As I view it, the prevailing wage is already a fact 
which already exists. The Secretary’s duty is simply to inquire and ascertain 
what that prevailing wage is.” 80 Conc. Rec. 10003 (1936). 

1350 of the 54 determinations made as of January, 1952, covered the entire 
United States. 

14 Section 9 of Public Contracts Act, supra note 2. 

15 Section 201.2—“Inclusion of stipulations herein enumerated is not required 
in the following instances: (A) Where the contracting officer is authorized 
by the express language of a statute to purchase “in the open market” or where 
a purchase of articles, supplies, materials or equipment either in being or vir- 
tually so, is made without advertising for bids under circumstances bringing 
such purchase within the exception to the General Purchase Statute, that is, 
where immediate delivery is required by the public exigency.” 41 Cope Fen. 
Recs. § 201.2 (1949) (statutory exemption). 

16 3] Las. Rev. Rep. (11 Wage & Hour Cases 264) (1953), 21 U.S.L. WEEK 
2413 (D.D.C. Feb. 24, 1953). A second suit was filed by Alabama Mills and 
69 other firms to enjoin enforcement of the wage order. By order of the court 
a motion for joinder of parties plaintiff was granted. 31 Las. Rev. Rep. (11 
Wage & Hour Cases 265) (1953). 
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ing wage rates from 87 cents to $1.00 per hour in cotton, silk, and 
other textile industries.‘7 The determination was based on a national 
prevailing minimum. Among the several allegations, the petitioners 
challenge the interpretations placed on the “locality” and “open mar- 
ket” provisions by the Secretary of Labor. 

The dispute, geographically, has become a sectional one, the north- 
ern faction approving the present construction of the statute, the 
southern faction desiring a change. It is feared by the New England 
mills, for instance, that a change in the “locality” provision would 
result in the establishment of the North and South as separate locali- 
ties. This would mean a higher prevailing minimum in the New 
England area, which would afford the South a competitive advantage 
in bidding on Government contracts. This undercurrent of sectional 
rivalry, while pointing up the issues involved, complicates further 
the already perplexing dispute before the courts. 

With this in mind, a study of the problem, cast in proper perspec- 
tive, may help to clarify the issues. 


I 
“STANDING TO SUE” 


Lukens Steel Co. v. Perkins*® stands as the only appeal ever taken 
to the judiciary from an administrative interpretation of the Secre- 


tary of Labor under the original Walsh-Healey Act. In that case, 
the plaintiffs challenged a wage determination establishing a prevail- 
ing minimum wage for persons employed in the manufacture and 
furnishing of steel products in a “locality” consisting of 13 states, a 
portion of a 14th,’® and the District of Columbia. They asserted that 
the determination was void as being wholly without authority of law, 
particularly in the employment of the word “locality” to describe an 
area of such breadth. The court of appeals for the District of Colum- 
bia held in favor of the plaintiffs. A petition for certiorari was 
granted. 

On appeal, the Supreme Court found no occasion to consider the 
merits. In deciding that the steel companies had no standing to sue, 
it said, in part, 

It [a wage determination] was not intended to be a bestowal 
of litigable rights upon those desirous of selling to the Govern- 


ment. Thus a wage determination by the Secretary contemplates 
no controversy between the parties, and no fixing of private 


176 Las. Rev. Rep. (Wage & Hour Manual) 90: 34 (1953). 
18 310 U.S. 113 (1940). 


19 The states included Ohio, Pa., Del., Md., Ky., N.J., N.Y., Conn., RI, 
Mass., Vt., N.H., Me., and a part of W.Va. 
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rights; the process of arriving at a wage determination contains 
no semblance of these elements which go to make up a litigable 
controversy, as our law knows the concept.”° 


The Court ruled that the Secretary of Labor was an agent of, and 
responsible only to, superior executive and legislative authority and 
that any misinterpretation of his instructions was violative of no duty 
owing to anyone but his principal. 

This was the state of the law until 1952 when the opponents turned 
to Congress for relief. Senator Fulbright sponsored an amendment 
which Congress adopted. It permits appeal to the courts for judicial 
review, as provided in Section 10 of the Administrative Procedure 
Act,** from orders and interpretations of the Secretary based on 
hearings and decisions as provided for in the Act. 

Section 10(b) of the Walsh-Healey Act, added by the recent 
amendment, deals specifically with wage determinations.*? Section 


10(c), another addition, is much broader in its coverage. It reads, 
in part, 


. . . Any interested person shall have the right of judicial 
review of any legal question which might otherwise be raised, 
including, but not limited to, wage determinations and the inter- 
pretation of the terms ‘locality’, ‘regular dealer’, ‘manufacturer’, 
and ‘open market.’** 


It is obvious from this amendment that the way has been cleared 
for those who oppose the present administrative rulings to carry their 
objections to the courts. Judge Schweinhaut, in staying the effective 
date of the order in the Covington Mills case,** observed that the 


amendment was “clearly designed to overturn” the decision in the 
Lukens Steel case. 


The Covington Mills case is the first to be brought under the new 
amendment. The order of the Secretary of Labor was stayed only as 
to the parties before the court. But the Secretary of Labor, faced 
with this decision, indicated he would not interpose any legal objec- 


20 310 U.S. 113, 127 (1940). 

21 60 Stat. 243, 5 U.S.C. § 1009 (1946). 

22 Section 10(b) of Public Contracts Act provides, “All wage determinations 
under section 1(b) of this Act shall be made on the record after opportunity 
for a hearing. Review of any such wage determination, or of the applicability 
of any such wage determination, may be had within ninety days after such 
determination is made in the manner provided in section 10 of the Administra- 
tive Procedure Act by any person adversely affected or aggrieved thereby, 
who shall be deemed to include any manufacturer of, or regular dealer in, 
materials, supplies, articles or equipment purchased or to be purchased by the 
government from any source, who is in any industry to which such wage deter- 


7 is applicable. Pub. L. No. 429, 82d Cong., 2d Sess. § 301 (June 30, 
1952). 


23 [bid. 
2431 Las. Rev. Rep. (11 Wage & Hour Cases 263) (1953). 
6 
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tion to additional mills obtaining a stay under the existing order, 
although he decided against staying its application for the entire 
industry.2* Some 150 mills have already obtained the benefit of the 
order as to their operations.”® 

The present action under the new amendment assures that the 
interpretations of the Secretary of Labor in the ensuing months will 
be subjected to judicial scrutiny. 


II 
“IN THE LOCALITY” 


The minimum wage to be paid employees under the Act is to be 
equal to the “prevailing minimum wage for persons employed in simi- 
lar work, or in particular or similar industries or groups of industries 
currently operating in the locality in which the materials . . . are to 
be manufactured .. .”.?" (Italics supplied.) 

In the Covington Mills case it is contended by the petitioners that 
the Secretary of Labor has abused the discretion accorded him in 
determining the prevailing minimum wage on the basis of the entire 
United States. 

The Labor Department presently adopts the view that three sepa- 
rate criteria are available under the terms of Section 1(b) of the 
Act,?* and a prevailing wage determination may be based on any one 
of the three. These are (1) prevailing minimum wages for persons 
employed in similar work, or (2) in particular or similar industries, 
or (3) groups of industries currently operating in the locality in 
which materials are to be manufactured under said contracts. They 
have read the Act literally, but as providing three distinct bases for 
minimum wage determinations, rather than reading the section as 
an integrated whole. Their position is that the textile determination, 
presently in dispute, is based on the second standard. Under this 
view, the “locality” phrase applies only to the third standard. The 
opposition contends the “locality” provision modifies all three. Obvi- 
ously, if the court is willing to accept the Labor Department’s argu- 
ment, it will not find it necessary to pass on the exact scope of the 
term “locality.” 

In addition to its argument that the “locality” clause modifies all 
three standards, the opponents insist that “locality” should mean city, 
town, village, or other civil subdivision, which are the terms used in 


25 31 Las. Ret. Rep. (Wage & Hour Manual 1097) (1953). 
26 As of Mar. 2, 1953. 

27 Section 1 of Public Contracts Act, supra note 2. 

28 31 Lap. Ret. Rep. (Wage & Hour Manual) 52 (1953). 
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the Davis-Bacon Act,** rather than broad regional areas or the United 
States as a whole, as it has been construed in many cases in the past. 
Senator Fulbright introduced an amendment to change the language 
of the Act in this manner at the same time the “procedure” amend- 
ment was Offered, but it was rejected in committee.*° 

There is, however, authority to support the view argued for by 
plaintiffs in the Covington Mills case. The “locality” provision was 
actually passed on by the court of appeals for the District of Columbia 
in the Lukens Steel case,** before the Supreme Court ruled on appeal 
that the plaintiffs had no standing to sue. The possibility that a wage 
determination could be based on any one of three standards was not 
mentioned in the decision in that case as the wage order specifically 
applied a minimum rate to a “locality” embracing 14 states and the 
District of Columbia. “Locality,” the court agreed, is a word of nebu- 
lous meaning. However, it concluded that popular usage accords to 
the word a meaning synonymous with vicinity or neighborhood, and 
employed the rule of statutory construction that Congress is pre- 
sumed to have used language in its usual significance, and in accord- 
ance with common understanding.*? 

The only other bit of judicial authority on the point is found in 
Judge Schweinhaut’s interlocutory decree in the Covington Mills 
case. He reported: 


There is grave doubt in my mind about whether or not the 
Secretary arrived at his order pursuant to law. It is my impres- 
sion ... that he did not; because it seems to me ‘locality’ clearly 
does not mean the United States of America.** 


There is legislative history favoring a narrower interpretation of 
“locality.” When the provision in the original bill was being debated 
in the House of Representatives, Mr. Walter and Mr. Citron inter- 
preted the provision as being synonymous with the language in the 
Davis-Bacon Act.** If, however, the Congress intended its meaning 


29 Under the Davis-Bacon Act, supra note 1, the Secretary of Labor is di- 
rected to determine the wage “prevailing for the corresponding classes of labor- 
ers .. . employed on projects of a character similar to the contract work in 
the city, town, village, or other civil subdivision of the state in which the work 
is to be performed.” 

80 Sen. Rep. No. 1599, 82d Cong., 2d Sess. 31 (1952). 

81107 F.2d 627 (D.C. Cir. 1939). 

82 United States v. Wurts, 303 U.S. 414, 417 (1938) ; Old Colony Trust Co. 
v. Commissioner, 301 U.S. 379, 383 (1937). 

33 Covington Mills v. Durkin, supra note 24. 

84“Mr. CITRON. The bill before us is in substance an extension of the 
Davis-Bacon Act to all government purchases amounting to over $10,000.” 80 
Conc. Rec. 10008 (1936). “Mr. WALTER. We have no difficulty determin- 
ing what the prevailing rates of wages are under the Davis-Bacon Act. It 
has been a comparatively simple matter to go into each community in which 
the government buildings are being constructed, and determine what every 
a oa is paid in that community. The problem is the same here.” 

at 1 
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to be the same as the language in Davis-Bacon, why was not that 
very language used? At the time they could have employed the lan- 
guage “cities, towns or villages,” but they chose the word “locality” 
instead. 

Furthermore, there are differences between the determination of 
minimum rates under the two Acts from the standpoint of administra- 
tion. Under the Davis-Bacon Act, which deals only with Govern- 
ment construction contracts, just one set of prevailing minimum rates 
need be determined for a building project, the site for which is known 
before advertising for bids is begun. However, under the Walsh- 
Healey Act, dealing with supply and equipment contracts, there is 
no possible method of determining from what section of the country 
bids will come until the projects are advertised. And the stipulation 
as to the minimum wage has to be in the proposed contract in advance, 
before invitation for bids is extended.** Although a satisfactory pre- 
vailing minimum wage determination under the existing interpreta- 
tion involves complications,** Secretary of Labor Tobin in testimony 
before the Senate Banking and Currency Committee outlined the 
greatly increased difficulties of administration which would ensue if 
the suggested change were made.** This argument, based on admin- 
istrative convenience, however, was rejected by the court of appeals 
in the Lukens case. 

The conflict, moreover, draws into focus a number of policy con- 
siderations. Those advocating a change contend that a national aver- 
age minimum wage out of line with wages in the particular com- 
munity prevents small local business from accepting Government 
contracts because it would permanently raise their labor rates. If 
one manufacturer, in a locality where the prevailing minimum wage 
is less than the prevailing minimum throughout the country, raises 
the wages of his employees in order to secure a Government contract, 


%5 Hearings before Committee on Banking and Currency on S. 2594, 82d 
Cong., 2d Sess. 2484 (1952). 

86 A preliminary conference calls together leaders of industry and labor to 
determine the scope of the given industry and areas to be covered, and to de- 
termine the most accurate and expeditious manner for arriving at the prevail- 
ing minimum. The compilation of pertinent data either by industry, with the 
approval of labor, or by the Bureau of Labor statistics, follows. Only after 
another conference by representatives of labor and industry are hearings sched- 
uled. All this information is disseminated to everyone interested so they will 
be familiar with all the material to be considered at the hearing, during which 
any individual, manufacturer, or dealer in the country may appear and testify. 
The determination results from this process. Hearings, supra note 35, at 2484. 

87 “This is the administrative problem I would have under your amendment. 
I would have to make a determination in each one of the communities in cot- 
ton textiles, which will number, as I have said, at least 2,000 communities, in 
order to anticipate the stipulations that would have to be placed in the contract, 
because we would not know in advance the number of cotton manufacturers in 
the country who would desire to bid.” Ibid. 
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the other local businesses suffer by reason of the increase of their 
operating costs.** 

The proponents of the present interpretation, on the other hand, 
point out that if two firms are located in the same community, and 
the one with the most employees has the smaller wage, the prevailing 
minimum is the smaller wage. Assuming the revised interpretation 
were being applied, there would be a tendency to depress wage rates 
down to the prevailing minimum in the community in order to win 
Government contracts. 

To effect such treatment would be to virtually ignore one of the 
purposes of the legislation, which was to maintain wage levels. It is 
to adopt, in the words of Secretary Tobin, “a psychology that is dif- 
ferent than we have been living under in recent years.’’*® 


III 
“OpEN MARKET” 


Section 9 of the Walsh-Healey Act exempts from its provisions 
. . materials, supplies, articles, or equipment as may usually be 
bought on the open market.” The Secretary of Labor has interpreted 
this to mean materials, etc., which the Government is permitted to 
purchase on the open market without the necessity of first advertis- 
ing for bids.*° In Covington Mills v. Durkin the complaint charges 


that the Secretary failed to rule on this exemption, even though these 
plaintiffs and others had urged him to do so.** The question to 
which the courts must address themselves is whether the language of 
the section was designed to exempt only articles which the Govern- 
ment is authorized by the general purchase statute‘? to purchase on 
the open market, or alternatively, should it be construed to cover 
materials of standard type usually sold in the open market, regardless 
of the method by which such supplies are acquired by the Govern- 
ment. 

To permit the exemption of standard type materials usually sold 
in the open market, it is argued, would so restrict the operation of 
the Act as to practically nullify the other provisions. It is estimated 
that more than 50 per cent of the present contracts with the Govern- 
ment under the Walsh-Healey Act would be exempt if the “open 
market” provision were so interpreted.** 


38 Hearings, supra note 35, at 2474, 2475. 

39 Hearings, supra note 35, at 2495. 

49 See note 15 supra. 

4113 Datty Las. Rep. D-1 (Jan. 21, 1953). 

42 Rev. Stat. § 3709 (1875), as amended, 41 U.S.C. §5 (Supp. 1952). 

43 The petitioners in the Covington Mills case would effectively satisfy their 
purposes if they received a favorable ruling on this point, notwithstanding what 
is decided regarding the “locality” provision. 
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It must be remembered that the “open market” interpretation 
sought by these mills would exempt such contractors as would be 
affected not only from the minimum wage requirements, but from 
all the provisions of the Act. Consequently, these contractors would 
no longer be required to comply with the safety and sanitation pro- 
visions,** the child labor proscription,*® or the requirement that the 
contractor be a manufacturer or regular dealer.*® 

There is legislative history to sustain both contentions. Opponents 
of the present construction given the language assert that the Secre- 
tary has unnecessarily obscured the simple meaning intended by Con- 
gress. A similar provision, found in the 8-hour-day law*’ requiring 
an 8-hour-day for workmen on certain building, construction, or 
manufacturing done for the Government had been interpreted by the 
Attorney General to exempt articles generally available in the open 
market.* 

Congressman Healey, co-sponsor of the Walsh-Healey Act, during 
debate on the measure on the floor of the House, said in response to 
an inquiry from the floor that it was his impression that such articles 
as nails, bolts, wires, and the like, would not come within the provi- 
sions of the Act.*® Further debate reveals that ink, paper, linoleum, 
etc., should be exempt®® regardless of the means of procurement em- 
ployed by the Government. 

On the other hand, evidence is available to demonstrate that the 
present construction is the proper one. Soon after the passage of 
the Act in 1936, the Secretary of Labor requested an opinion from 
the Solicitor of Labor regarding this question of exemption. In the 
latter’s opinion®™ he pointed to the internal evidence in the Act itself 
to display the accuracy of the interpretation which is questioned now. 
Section 9, after the “open market” exemption, goes on to exclude 
from the provisions of the Act certain “perishables, including dairy, 
livestock, and nursery products” which can be bought by anyone as 
standard products in the open market. The Solicitor noted, 


44 Section 1(e) of Public Contracts Act, supra note 2. 

45 Section 1(d) of Public Contracts Act, supra note 2. 

46 Section 1(a) of Public Contracts Act, supra note 2. This requirement has 
done away with “vest pocket” bid brokers, who secured Government contracts 
without facilities necessary to comply with production requirements and in 
turn renegotiated the contracts with manufacturers in low wage rate areas or 
in dire financial straits. 

4727 Strat. 340 (1892), as amended, 37 Strat. 137 (1912), 37 Stat. 726 
(1913), 54 Strat. 884 (1940), 40 U.S.C. § 321 (Supp. 1952). 

4829 Ops. Atry. Gen. 534 (1912). 

#980 Conc. Rec. 10002 (1936). 

507d. at 10010. 

51 Hearings, supra note 35 at 2501. Memorandum to Secretary of Labor 
(August 14, 1936). 
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Hence, if the general open market clause, with which Section 
9 begins, were construed to mean chattels belonging to those 
classes of commodities which anyone can buy frem standard 
stocks in the ordinary course of business . . . this specific men- 
tion of the purchase of itemized products which are available to 
anyone in the open market as exempt from the provision of the 
Act would be redundant and meaningless.*? 


Furthermore, Section 1(a) of the Act requires that the contractor 
must be the “manufacturer” or a “regular dealer in” the supplies he 
has contracted to furnish the Government. The “ordinary dealer” 
phrase carries the strong implication that he keeps such supplies as 
continuing stock merchandise. He is dealing, then, in goods which 
are ordinarily procurable in the open market by everyone. Hence, if 
Congress had intended the Act to apply only to specified articles, 
the “regular dealer” requirement is made conspicuous by its incon- 
gruity.®* 

Of additional significance is the fact that in 1938 the House Com- 
mittee on Appropriations, cognizant of the Solicitor’s opinion, in con- 
sidering an appropriations bill for the Department of Labor requested 
a ruling on the “open market” provision from the Comptroller Gen- 
eral before permitting the expenditure of any of the appropriated 
funds.** In his opinion®® he concluded that this administrative inter- 
pretation was not contrary to law. He distinguished the interpreta- 


tion placed on the 8-hour-day law on the basis of diversity of purpose. 
He said, in part, 


. . the point was carefully considered in connection with 
other questions presented here for decision involving the opera- 
tion of the Walsh-Healey Act, and in disposing of these matters, 
I find no proper basis upon which to disagree with the interpre- 
tation placed on this provision in the opinion of the Solicitor of 
the Department of Labor.*® 


The “open market” provision was also recently considered by Con- 
gress. In addition to the two previously mentioned amendments, 
Senator Fulbright offered a third amendment to require the exemp- 
tion to be applied to materials usually supplied in the open market, 
even though they were not so procured by the Government.*? This 
amendment carried in committee®® but was eliminated in a compro- 
mise which resulted in the passage of the “procedure amendment” 


52 Td at 2502. 

53 Thid. 

54 H.R. Rep. No. 433, 75th Cong., Ist Sess. 25 (1937). 

55 Reprinted in Hearings before Committce on Banking and Currency on S. 
2594, 82d Cong., 2d Sess. 2506 (1952). 

56 [bid. 

57 Hearings, supra note 55, at 2474, 2475. 

58 Sen. Rep. No. 1599, 82d Cong., 2d Sess. 30 (1952). 
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leaving to the courts the question of the accuracy of the present inter- 
pretation of the phrase “open market.” 


CoNCLUSION 


It appears that the court can resolve the “‘locality” question in any 
one of three ways. (1) It can sustain the Labor Department’s posi- 
tion that three criteria are available for determining wage minimums, 
with the “locality” provision modifying only the third basis. (2) It 
can reject this argument, but find that “locality” should be liberally 
construed to cover areas substantially greater than the word itself 
seems to imply, as has been done in the past. (3) It may interpret 
the “locality” provision to require that wage determinations be made 
on a community basis, regardless of the standard employed. 

At best, the determination of prevailing minimum wages involves 
complexities in administration. Certainly, a change would substan- 
tially increase the administrative burden. But administrative con- 
venience could not sustain the present construction of the “locality” 
provision in the face of a clear expression of Congressional intent to 
the contrary. Likewise, while the change sought in the interpreta- 
tion of the “open market” provision would exempt estimated billions 
of dollars of Government contracts now covered by the Act, and 
severely impair the effectiveness of the legislation, this fact could not 
withstand a showing that at its inception, Congress intended that the 
exemption should be so narrowly construed. However, it is obvious 
from this discussion that originally there was no unequivocal enuncia- 
tion of Congressional intent as to the interpretation of the clauses in 
question. There is legislative history which lends credence to either 
side of the argument. Even the language of the Act itself is contra- 
dictory and in part ambiguous. 

To be sure, there is a crying need for clarification. Congress, by 
refusing to redefine the two provisions has, so far, left clarification 
to the judiciary. Regardless of the court’s reaction, whether favor- 
able to the status quo or not, the coming months will find renewed 
efforts by the opposing forces to convince Congress of the merits of 
their claims. Already the repercussions of the procedural change 
have reached Capitol Hill. Bills have been introduced both in the 
House®® and Senate® seeking repeal of the so-called “procedure 
amendment.” The litigation which is now in progress has given rise 
to proposed legislation in the House of Representatives to abolish 
the “locality” provision of the Act** A clear restatement of the law 


59 H.R. 3539, 83d Cong., Ist Sess. (1953). 
60 S. 776, 83d Cong., Ist Sess. (1953). 
61 H.R, 3502, 83d Cong., Ist Sess. (1953). 
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is imperative whether it is the result of judicial deliberation or legis- 
lative enactment. 

An impartial factual analysis of the economic effect of the law as 
it is presently being administered as compared to the change which is 
sought, should be the basis for future legislative revision, and at least 
one factor to be considered by the judiciary in deciding the contro- 
versy before it. 

Keeping in mind the essential purposes of the legislation, it will 
be necessary to equate the position of the small marginal producer 
suffering under increasing cost with that of the manufacturer who 
by maintaining higher wage levels finds himself at a competitive dis- 
advantage in bidding on government contracts. 

Substandard labor conditions, an evil the Act was designed to 
correct, need no introduction whether they take the form of long 
hours, low wages, or an unfavorable working environment. The Act 
as it has been, and is at present being administered, has gone far to 
remedy such social infirmities. 

James B. McIntyre. 


PROFIT-SHARING TRUSTS QUALIFIED UNDER SEC- 
TION 165(a) OF THE INTERNAL REVENUE CODE* 


INTRODUCTION 


An employees’ profit-sharing trust that qualifies under Section 
165(a) of the Internal Revenue Code receives extremely favorable 
tax treatment. The employer’s contribution is deductible, within 
generous limits, when paid ;' the earnings of the trust are not taxed 
until distributed or made available to the employee-beneficiaries ;? and 
the employee is not taxed on the employer’s contribution until it is 
distributed or made available,’ which is usually at a time when the 
employee is in a lower surtax bracket. This article will, in addition 
to giving some general background information, endeavor to point up 
some of the problems of profit-sharing trusts, discuss the applicable 
sections of the Code, Treasury Regulations and some court decisions, 
and indicate some trends. 


*This article deals principally with profit-sharing trusts. However, the law 
governing pension, stock-bonus and annuity plans and the problems arising there- 
under are very similar. 


1Int. Rev. Cope §23(p)(1)(C). 
2 Int. Rev. Cope § 165(a). 
3 Int. Rev. Cope § 165(b). 
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I 
HistToricAL DEVELOPMENT 


A 
Pre-World War II Law 


The Revenue Act of 1921 marked the beginning of a new era when 
it accorded favorable tax treatment to employees’ trusts. Section 
219(f) of that Act, which was the forerunner of the present Section 
165, provided that a stock bonus or profit-sharing trust created by 
an employer for the exclusive benefit of some or all of his employees 
was not taxable although the beneficiaries would be taxed when the 
funds were distributed.° 

Pension plans were added to that section by the Revenue Act of 
1926.° In the Revenue Act of 1928’ Section 219(f) became Section 
165 with one change, with regard to the taxing of trust distributions. 
Instead of taxing the employee on the actual value distributed, the 
section was amended to tax the employee on the amount contributed 
by the employer plus the earnings of the trust. Thus, appreciation 
on stock distributed to the employee under the plan would be non- 
taxable until the stock was disposed of by the employee. However, 
it was realized by 1932 that stock could decline in value. Conse- 
quently, to alleviate the hardship of taxing the employee on the em- 
ployer’s contribution when he received some lesser amount due to a 
decline in value of the trust’s investments, the Revenue Act of 1932° 
amended Section 165 to read as it did in 1926. 

Prior to the Revenue Act of 1928° there was no specific provisions 
for allowing deductions for contributions to employee’s trusts. Sec- 
tion 23(q),?° the forerunner of the present Section 23(p), was added 
by that Act to provide for deductions within certain limits. This 
section became Section 23(p) in the Revenue Act of 1938.12 These 
trusts were being utilized by many employers as a device for deferring 
income in years of high profits, with a revocation and return of the 
corpus and earnings to itself in leaner years, instead of distributing 
it to the employees under the trust. As a result the Revenue Act of 
1938"? effected an important change in Section 165 by adding the 
qualification that an employees’ trust shall be exempt from tax only if 

i Act of 1921, §219(f), 42 Srar. 247 (1921). 

6 Revenue Act of 1926, § 219(f), 44 Star. 33 (1926). 

7 Revenue Act of 1928, § 165, 45 Strat. 839 (1928). 

8 Revenue Act of 1932, § 165, 47 Stat. 221 (1932). 


® Revenue Act of 1928, § 23(q), 45 Stat. 802 (1928). 
10 [bid. 


11 Revenue Act of 1938, § 23(p), 52 Stat. 463 (1938). 
12 Revenue Act of 1938, § 165(a) (2), 52 Srar. 518 (1938). 
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it is impossible, at any time prior to the satisfaction of all liabilities 
with respect to employees under the trust, for any part of the trust 
corpus or income to be diverted to purposes other than for the exclu- 
sive benefit of such employees. 

From the inception of employees’ trust legislation in 1921 until the 
provisions of the Revenue Act of 1942'* became effective, an em- 
ployees’ trust could qualify for tax exemption, from the standpoint 
of coverage requirements, as long as it was established by an em- 
ployer for the exclusive benefit of “some or all of his employees.” 
During this period many profit-sharing and pension plans were estab- 
lished by employers for the primary benefit of officers, shareholders 
and other highly-paid employees, completely frustrating the Con- 
gressional intent of stimulating employers to share the profits of the 
business with their employees and to provide them with economic 
security against the hazards of old age. These and many other tax 
avoidance schemes were clearly pointed out in the statement of Mr. 
Randolph E. Paul before the House Ways and Means Committee in 
1942.14 


B 
Impetus of World War II 
The Second World War provided a tremendous impetus to profit- 


sharing plans. The increase of corporate income tax rates and the 
revival of a wartime excess profits tax resulted in a vigilant search by 
taxpayers for a means of preserving some of their extra earnings. 
Profit-sharing plans not only accomplished that objective but also 
purchased goodwill of employees and customers with low cost tax 
dollars since a goodly portion of the employer’s contributions to these 
trusts were financed through tax-savings.*® 

Although excess profits taxes did, of course, provide strong stimu- 
lus, there were other important reasons for the establishment of profit- 
sharing plans. These plans were utilized as a means of giving in- 
direct salary increases while the severe wartime limitations on direct 
wage increases imposed by the Stabilization Act of 1942?* were in 
effect. Contributions to employee health and welfare plans “in a 
reasonable amount” were specifically exempted from the provisions 
of the Act.27 The Economic Stabilization Director had defined “rea- 


13 Revenue Act of 1942, § 162(a), 56 Stat. 862 (1942). 

14 Hearings before Committee on Ways and Means on H.R. 7378, 77th Cong., 
2d Sess. 87 (1942). 

15TIn Commissioner v. Wooster Rubber Co., 189 F.2d 878, 887 (6th Cir. 
1951), the court pointed out that seventy-two cents of every dollar contributed 
by the taxpayer in that case was borne by the Government. 

16 56 Strat. 765 (1942), as amended, 50 U.S.C. § 961 (1946). 

1756 Stat. 768 (1942), as amended, 50 U.S.C. § 970 (1946). 
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sonable amount” to be “Contributions . . . to an employees’ trust or 
under an annuity plan which meets the requirements of section 165(a) 
of the [Internal Revenue] Code. . . .”"* 

In addition to attracting and holding competent executives, the 
plans were also useful in preventing labor turnover in the lower salary 
levels. And last, but certainly not least, was the incentive created in 


the employees for a keener interest in the successful operation of the 
business. 


Cc 
Failure of the Law to Fully Develop 


The Revenue Act of 1942'*° brought about a complete revision of 
Sections 165 and 23(p) which resulted in a general tightening up of 
the law, while preserving the fundamental tax benefits granted under 
previous laws. 


The Treasury Department’s primary objective of allowing tax ex- 
emptions and deductions for only those trusts that were established 
for the exclusive benefit of the employees was incorporated in the 
Act and is evidenced by the requirements for greater coverage and 
non-discrimination in favor of officers, shareholders and other highly- 
paid employees.”° 

This Act, a compromise between the Treasury Department’s pro- 


posals for the prevention of tax avoidance and the exponents of em- 
ployees’ welfare plans, spelled out in greater detail the law governing 
employees’ trusts. However, it left much to be desired. The Bureau 
of Internal Revenue was left with the enormous task of formulating 
the appropriate regulations and rulings to exemplify and clarify those 
brief sections of the Code which dealt with a nebulous, complex, con- 
fused and expanding area with very little other than general policy 
to guide them. In attempting to solve this problem the Bureau made 
an exception to its usual policy** and issued advance rulings to em- 
ployers upon request as to whether the plan and trust qualified under 
Section 165(a).?*. The slowness and uncertainty in the development 


18 32 Cope Fep. Recs. § 40001.1(h) (1) (Cum. Supp. 1943). 

19 See note 13 supra. 

20 Sen. Rep. No. 1631, 77th Cong., 2d Sess. 137 (1942). 

21 Mim. 4963, 1939-2 Cum. Butt. 495. 

22 Rev. Rul. 32, 1953 Int. Rev. Bunt. No. 6 at 44 (1953) sets forth the pres- 
ent procedure applicable to the issuance of advance rulings with respect to the 
qualification of pension, annuity, profit-sharing, and stock bonus plans under 
§ 165(a) of the Code. It states that an advance ruling is not required as a con- 
dition precedent for obtaining any of the tax benefits pertaining to qualified 
plans. In an effort to facilitate the processing of these rulings and to provide 
uniform treatment throughout the respective field offices, under this ruling all 
requests for advance rulings should be sent direct to the office of the director 
of internal revenue having jurisdiction rather than to the Washington office as 
has been the procedure heretofore. But all requests for advance rulings and 
opinions under {ff (b), (c), and (d) of § 165, and §§ 22(b)(2)(B) and 23(p) 
of the Code are to be sent to the Bureau in Washington. 
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of the law gave rise to many problems, not the least of which was 
how the plans should be drafted so as to qualify for favorable tax 
treatment. Failure to clearly answer this question led to multifarious 
problems in Washington, as the plans piled up waiting for approval, 
each with its own individual problems and motives.?* 


II 
PROBLEMS OF PROFIT-SHARING TRUSTS 


A 
Qualification 


A profit-sharing trust to be exempt under Section 165(a) of the 
Code must be a part of a profit-sharing plan established by an em- 
ployer for the exclusive benefit of his employees or their benefici- 
aries ;** it must be for the primary purpose of offering the employees 
a share of the profits of the business ;*° it must be impossible under 
the trust instrument for any of the trust corpus or income to be used 
at any time for any purpose other than the exclusive benefit of the 
employees ;?° and it must be a valid and existing trust under control- 
ling local law.?7_ In addition the trust must benefit either a minimum 
of seventy per cent of all the employees, or eighty per cent of those 
employees eligible if at least seventy per cent are eligible ;** or such 
employees as qualify under a classification set up by the employer 
and found by the Commissioner not to be discriminatory in favor of 
employees who are officers, shareholders, persons whose principal 
duties consist in supervising the work of other employees, or highly 
compensated employees.?® Moreover, the contributions or benefits 
provided under the trust must not discriminate in favor of employees 


23 Rev. Rul. 33, 1953 Int. Rev. Buty. No. 6 at 47 (1953) summarizes the 
guides that are to be followed by the Bureau in determining the qualification of 
plans and trusts under § 165(a). 

24 Int. Rev. Cope § 165(a). 

25 Int. Rev. Cope § 165(a) (1). 

26 Int, Rev. Cope, § 165(a) (2). 

27 Mim. 5985, 1946-1 Cum. BuLi. 72; Mim. 6394, 1949-1 Cum. But. 118; 
P.S. 55, P-H Pension & Profit Sharing Serv. {9554 (1946). Contra: Tavannes 
Watch Co. y. Commissioner, 176 F.2d 211, 215 (2d Cir. 1949). In that case the 
employer had organized and made its contributions to a corporation which en- 
gaged in no other business than investing and distributing those funds for the 
exclusive benefit of the employees who were the shareholders of this new corpo- 
ration. The court, with Judge Clark dissenting, stated: “That section 
[165(a)] must, of course, be interpreted in the light of the whole statutory 
scheme and of the purpose of Congress in enacting and amending the statute. 
‘Trust’ is not a term of art or of fixed content, and its meaning for the pur- 
poses of this section is not necessarily the same as under state law or as under 
other sections of the Internal Revenue Code.” 

28 Int. Rev. Cope § 165(a) (3) (A) excludes from its definition of employees 
all part-time workers and those who have not been employed more than a mini- 
mum period prescribed by the plan, which period is not to exceed five years. 

29 Int. Rev. Cope § 165(a) (3) (B). 
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who are officers, shareholders, persons whose principal duties consist 
in supervising the work of other employees, or highly compensated 
employees.*® Not only must the trust meet all of the requirements of 
Section 165(a) on paper but also in actual operation.** 

The following particulars are of sufficient importance to warrant 
discussion. Section 165(a)(2) of the Code provides that a trust is 
exempt under Section 165(a) only 


. . if under the trust instrument it is impossible, at any time 
prior to the satisfaction of all liabilities with respect to employees 
and their beneficiaries under the trust, for any part of the cor- 
pus or income to be (within the taxable year or thereafter) used 
for, or diverted to, purposes other than for the exclusive benefit 
of his employees or their beneficiaries. 

Section 29.165-2 of the regulations interprets the phrase “if under 
the trust instrument it is impossible” to mean “that the trust instru- 
ment must definitely and affirmatively make it impossible for the non- 
exempt diversion or use to occur... .” And Section 29.165-(b) of 
the regulations provides: “an exempt status must be maintained 
throughout the entire taxable year of the trust in order for the trust 
to obtain any exemption for such year.” Moreover, contributions are 
deductible within specified limits under Section 23(p)(1)(C) for 
a taxable year only “if such taxable year ends within or with a tax- 
able year of the trust with respect to which the trust is exempt under 
section 165(a)....” In addition to the above requirements, the fol- 
lowing conditions must be met prior to the end of the initial year in 
order for the trust to be exempt under Section 165(a) and the deduc- 
tion to be allowed under Section 23(p)(1)(C) for that year: (a) 
there must be a valid trust recognized as such under the law pre- 
vailing in the jurisdiction to which the trust is subject; (b) the trust 
must be evidenced by an executed “instrument”; and (c) the instru- 
ment must definitely and affirmatively preclude the prohibited diver- 
sion.** 

A taxpayer on the accrual basis established a trust except for the 
corpus, which was furnished within sixty days after the close of the 
taxable year, in a state requiring a corpus in order for the trust to 
be valid. The Commissioner ruled that the contribution was not 
deductible in the initial year since the trust was not in existence in that 
year, although this initial contribution could be carried forward as a 
“contribution carry-over” and utilized in later taxable years.** To 


30 Int. Rev. Cope § 165(a) (4). 

31U. S. Treas. Reg. 111, § 29.165-1 (1944), as amended by T.D. 5422, 1944 
Cum. Butt. 318. 

32 See note 27 supra. 

88 P.S. 55, P-H Pension & Profit Sharing Serv. 9554 (1944). 
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the same effect was the Commissioner’s ruling in Mim. 5985.** The 
Tax Court, however, has held in Crow-Burlingame v. Commis- 
stoner® and 555 Incorporated v. Commissioner® that Section 23(p)- 
(1)(E) entitles taxpayers on an accrual basis to a deduction for the 
initial year in which action was taken to set up the trust even though 
the corpus was not provided until some time within the sixty-day 
period after the end of the taxable year. It has been suggested that 
a token payment should be made within the year to create the trust 
corpus and the taxpayer could accrue the balance, paying it within 
the sixty-day limitation.** Contributions to a trust on condition of 
approval by the Commissioner have not been allowed since 1945.** 

The Commissioner has established as one of the requirements for 
the trust to be exempt under Section 165(a) and for deduction under 
Section 23(p) that the plan must contain a “definite predetermined 
formula” for the employer’s contribution.*® Variable factors can be 
used in the formula provided they can be definitely determined by 
actual conditions and do not depend on discretion.*© The Commis- 
sioner has met with some difficulty in enforcing this requirement in 
the courts. In Lincoln Electric Co. Employees’ Profit-Sharing Trust 
v. Commissioner“ a lump-sum contribution of $1,000,000 was held to 
have been made under a sufficiently definite formula without the neces- 
sity of recurring contributions. The court held in Produce Reporter 
Co. v. Commissioner,* where the contributions had been made without 
any formula, that the purposes of Section 165 had been “materialized” 
under the trust. However, in McClintock-Trunkey Co. v. Commis- 
sioner,*® where the employer had contributed more than his “definite 
predetermined formula” required, but less than the maximum amount 
allowed as a deduction, it was held the excess over the formula was 
not deductible, even though the formula may not have been necessary. 
The court also held in E. R. Wagner Manufacturing Co. v. Commis- 
sioner“ that a reduction in the contribution formula did not result in 
the disqualification of the trust. 

84 1946-1 Cum. Butt, 72. 

3515 T.C. 738 (1950), Comm’r. non-acq. in 1951-2 Cum. Butt. 5, aff'd per 
curiam, 192 F.2d 574 (8th Cir. 1951). 

3615 T.C. 671 (1950), Comm’r. non-acq. in 1951-2 Cum. Butt. 5, aff’d per 
curiam, 192 F.2d 575 (8th Cir. 1951). 

37 P-H Pension & Profit Sharing Serv. § 5018 (1951). 

38 P.|S. 47, P-H Pension & Profit Sharing Serv. {9545 (1945). 

39 U.S. Treas. Reg. 111, § 29.165-1 (1944), as amended by T.D. 5422, 1944 
Cum. Butt, 318; I.T. 3661, 1944 Cum. Butt. 315. 

40P.S. 33, P-H Pension & Profit Sharing Serv. 9531 (1944). 

41190 F.2d 326 (6th Cir. 1951). 

1983) T.C. 69 (1952), Comm’r. non-acq. in 1953 Int. Rev. Butt. No. 19 at 1 
C219 TC. No. 42 (1952). 


4418 T.C. 657 (1952), Comm’r. non-acq. in result only in 1953 Int. Rev. 
Butt. No. 3 at 1 (1953). 
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There is nothing in the Code or regulations as to whether the em- 
ployer must appoint an independent trustee, although such appoint- 
ment may facilitate the Commissioner’s approval of the trust. In 
Forcum-James Co. v. Commissioner, it was held of no consequence, 
in determining the validity of employees’ trust, that seven out of eight 
trustees were officers and directors of the taxpayer and a majority 
were stockholders owning sixty-three per cent of the stock.*® 

The trustee must file a request for exemption of the trust under 
Section 165(a) and include the information required in Reg. 111, 
Section 29.165-1(c) and has to file proof of exemption if the employer 
has not already done so. The Commissioner has ruled that instead 
of filing Fiduciary Return 1041 the trustee should file the information 
required by Reg. 111, Section 29.165-1(c), plus a statement “to the 
effect that an application for a ruling is pending in the Bureau, or 
that the employer has claimed or will claim a deduction in the appro- 
priate income tax return on account of contributions to a plan” when 
such is the case.*7 Nor does the trustee have to file the Fiduciary 
Return 1041 after the trust has qualified under Section 165(a).** 

For the calendar year 1948 or any subsequent calendar years, a 
trustee distributing or making available amounts to any beneficiary of 
an employees’ trust which comes under the provisions of Section 165 
must file an information return on Form 1099 as to each beneficiary 
to whom there is so distributed or made available an amount which 
is includible in gross income to the extent of $600 or more.*® 

There are no specific limitations in Section 165(a) respecting in- 
vestments which may be made by the trustees of a trust qualifying 
under that section. The Commissioner has stated the contributions 
may be used by the trustee to purchase any investments permitted by 
the trust agreement to the extent allowed by local law.°° The Com- 
missioner does not advise as to what are proper investments although 
investments made contrary to the trust agreement or local law will 
result in a disqualification of the trust.** Where the trust funds are 
invested in securities of the employer, full disclosure must be made 
of the reasons for and the conditions under which such investments 


457 T.C. 1195 (1946). 


46 See H.S.D. v. Kavanagh, 191 F.2d 831, 843 (6th Cir. 1951) for tacit 
approval. 


47 Letter Ruling, signed Joseph D. Nunan, Jr. Commissioner, 3-4-44. 
a G.C.M. 6060, 1929 June Cum. Butt. 108; I.T. 2996, 1936 Dec. Cum. Butt. 


49 Int, Rev. Cope § 147; U.S. Treas. Reg. 111, § 29.147-2 (1943), as amended 
by T.D. 5313, 1944 Cum. But. 308, T.D. 5840, 1951-1 Cum. Buut. 153 and 
T.D. 5687, 1949-1 Cum. But 9. 


50U.S. Treas. Reg. 111, §29.165-1(a) (1944), as amended by T.D. 5422, 
1944 Cum. Butt. 318. 


51 PS. 49, P-H Pension & Profit Sharing Serv. {9547 (1945). 
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are made in order for the Commissioner to determine whether the 
trust serves any purpose other than constituting part of a plan for 
the exclusive benefit of the employees."* 

The Commissioner has held in Revenue Ruling 46°* that neither 
the plan nor the trust is disqualified under Section 165(a) of the 
Code where the trust invests in securities of, or enters into transac- 
tions with, the employer or with an entity closely related to that em- 
ployer, which investments or transactions yield returns to the trust 
higher than normally expected and result, in effect, in contributions 
to the trust in excess of the applicable limitations imposed under Sec- 
tion 23(p) of the Code, 

Upon termination of the trust, the trustee should, before distribut- 
ing the trust assets, notify the Commissioner, who will determine the 
effect of the termination and advise the trustee accordingly.** 


B 
Securities and Exchange Commission’s Registration 


The Securities Act of 1933** requires issuers of securities to pro- 
vide full and fair disclosure of information regarding their securities 
to prospective purchasers. Does the Securities and Exchange Com- 
mission have jurisdiction over profit-sharing trusts? There are no 
statutes specifically according the SEC jurisdiction, nor has the Com- 
mission issued any definite regulations respecting its position, nor 
have any courts decided whether the Commission has jurisdiction 
over profit-sharing trusts. The Commission has interpreted the laws 
with respect to particular plans submitted to it. However, these inter- 
pretations were not made public because it was said the variation in 
detail between plans would prevent the assurance that any one inter- 
pretation would serve as a precedent for another.*® 

The SEC’s possible jurisdiction arises from the provisions of the 
Securities Act of 1933,57 which require registration with the Com- 
mission in the event of a public sale of, or offer to sell, a “security.” 
The term “security” is defined in Section 2(1) of the Act to include 


... certificate of interest or participation in any profit-sharing 
agreement, ... [or] investment contract, ... or, in general, any 
interest or instrument commonly known as a ‘security,’ or any 
certificate for, receipt for, guarantee of, or warrant or right to 
subscribe to, or purchase, any of the foregoing.*® 


52.U.S. Treas. Reg. 111, § 29.165-1 (1944), as amended by T.D. 5422, 1944 
Cum. Butt. 318. Rev. Rul. 32 Ex. B, Int. Rev. Buy. No. 6 at 44 (1953) sets 
forth what information must be filed. 

53 1953 Int. Rev. Buty. No. 7 at 7 (1953). 

54P.S. 56, P-H Pension & Profit Sharing Serv. {9555 (1946). 

55 48 Stat. 74 (1933), as amended, 15 U.S.C. §77 (1946). 

56 P-H Pension & Profit Sharing Serv. {2167 (1951). 

57 See note 55 supra. 

58 48 Stat. 74 (1933), as amended, 15 U.S.C. §77(b) (1) (1946). 

7 
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The two questions that arise in each case are: (1) Is there a 
“public sale” or “offer to sell”; and (2) Is a “security” involved ?** 

The sale or offering to sell securities to employees only does not in 
itself mean that there is not a “public offering,” with the possible 
exception of where-the offer is only to key executives who are already 
familiar with the required information.°° However, Securities & 
Exchange Commission v. Ralston Purina Co. held that the sale of 
stock to a selected group of employees, some of whom were unaware 
of the financial status of the business, was not a “public offering” and 
therefore was not subject to the Commission’s jurisdiction. The 
indications are that a non-contributory profit-sharing trust is not 
required to be registered. There is no “sale” inasmuch as the em- 
ployee is not required to pay anything. And a profit-sharing plan 
requiring the employee to contribute to the trust is not subject to 
registration because there is no “sale.” Compulsory contributions to 
the trust are considered a part of the terms of employment. However, 
it is recommended that trusts which provide for voluntary employee 
contributions should be submitted to the SEC for approval.® 

The Investment Company Act of 1940,°* which provides for a full 
disclosure of information regarding investment companies and their 
securities and regulates their activities, has specifically exempted 
employees’ trusts which qualify under Section 165(a) of the Internal 
Revenue Code. Those corporations which must register their stock 
issues and securities under the federal securities acts must also make 
full disclosure to the SEC of any bonus and profit-sharing arrange- 
ment with directors, officers, or employees. 


Cc 
Local Corporation and Trust Laws 


There is little doubt under the modern liberal corporate laws that 
in the absence of some statutory, charter, or by-law prohibition a 
corporation can validly create an employees’ profit-sharing trust.® 
Although the directors may have the power to establish such plans on 
their own, the prudent directors obtain the shareholders’ approval.** 


59 See note 56 supra. 

60 Opinion of SEC General Counsel, 12435, Sec. Act Release 285, P-H Sec. 
Rec. Serv. {2170.2 (1950). 

61 200 F.2d 85 (8th Cir. 1952). 

62 See note 56 supra. 

63 54 Stat. 799 (1940), 15 U.S.C. § 80a-3(13) (1946). 

64 See note 56 supra. 

65 Heinz v. National Bank of Commerce, 237 Fed. 942 (8th Cir. 1916); 
(oss). v. Republic Steel Corporation, 84 Ohio App. 442, 84 N.E. 2d 508 
( i 

66 Kerbs et al. v. Californa Eastern Airways, Inc., 90 A.2d 652 (Del. Sup. 
Ct. 1952) and 94 A.2d 217 (Del. Ch. 1953). 
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The plans can usually be established over minority stockholders’ ob- 
jections so long as the employer’s contribution bears a reasonable 
relationship to the value of the services rendered by the employees 
under the plan.* 

In order for the trust to qualify under Section 165(a) it must be 
a valid and existing trust under controlling local law.** The invest- 
ments of the trust are, of course, subject to the conditions and limita- 
tions of local law.°* An employees’ profit-sharing trust, which has 
been formulated and executed and its provisions carried out in a state, 
is to be interpreted in conformity with the laws of that state.*° A 
majority of the states hold that their Blue Sky laws have no applica- 
tion to profit-sharing trusts."* However, a substantial number have 
taken the same position as the SEC and require submission of some of 
the plans for their approval." 

The common law rule against perpetuities requiring all future inter- 
est to vest within a period measured by a life or lives of persons in 
being at the creation of the interest, plus twenty-one years thereafter, 
should be considered in establishing the trust. Many states have 
exempted employees’ trusts from the ordinary requirements as to dur- 
ation and accumulation of income.** 


III 
ProFIT-SHARING TruUsT UNDER THE CODE AND REGULATIONS 


The requirements for qualification under Section 165(a) have been 
discussed above. The Revenue Act of 1942"* added Section 165(b), 
which pertains to the taxation of the employee-beneficiaries. The 
amount actually distributed or made available to the beneficiary under 
the trust is taxable to him in that year as ordinary income, with the 
exception noted below. Where the employee has contributed money 
or its equivalent to the trust, the amount distributed or made avail- 
able is treated as if it were an annuity under Section 22(b)(2) and 
the three per cent rule contained therein is applicable. When the 
beneficiary receives his total distribution in one year because of sepa- 


867 Nemser v. Aviation Corp., 47 F. Supp. 515 (D. Del. 1942). 

88 See note 27 supra. 

689 U.S. Treas. Reg. 111, § 165-1 (1944), as amended by T.D. 5422, 1944 
Cum. Butt, 318. 

70 Wooster Rubber Co. v. Commissioner, 189 F.2d 878 (6th Cir. 1951). 

71 P-H Pension & Profit Sharing Serv. {2168 (1951) lists the opinions of 
the responsible officials with respect to the application of state “blue sky laws” 
to employees’ trusts in forty-some states. 

12 Ibid. 

78 P-H Pension & Profit Sharing Serv. {2166 (1951) furnishes a current 
list of states with their respective statute citations. 

74 See note 13 supra. 
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ration from employment, it is taxed as a long-term capital gain.”* In 
1951 Section 165(b) was amended by adding: 


Where such total distributions include securities of the em- 
ployer corporation, there shall be excluded from such excess [of 
the amounts distributed over the amount of the employee’s con- 
tributions] the net unrealized appreciation attributable to that 
part of the total distributions which consists of the securities of 
the employer corporation so distributed."® 


Consequently, no tax is imposed on the appreciation of the employer’s 
stock from the time it is deposited in the trust until the beneficiary 
disposes of it. This section was further amended in 1951 by adding: 


In no event shall the amount actually distributed or made 
available to any distributee include net unrealized appreciation 
in securities of the employer corporation attributable to the 
amount contributed by the employee." 


Thus this amendment extends the same deferred taxation benefit to 


employer’s stock purchased by the trust with the employee’s contribu- 
tion, 


If the profit-sharing trust does not qualify under Section 165(a) 
the trust income is not exempt, and the employer’s contribution is 
deductible only if the employee’s rights are nonforfeitable.** Corre- 
spondingly, if the employee’s rights are nonforfeitable he must include 


in gross income his share of the employer’s contribution for that 
year."® 


In order for the employer’s contribution to a qualified profit- 
sharing trust to be deductible under Section 23(p)(1)(C), it must 
satisfy the ordinary and necessary expense requirements of Section 
23(a), since the contribution is in the nature of additional compensa- 
tion for services rendered.® That is, the contribution of the employer 
when added to other compensation paid the employee-beneficiaries 
must represent reasonable compensation for services rendered.” 


7 Int. Rev. Cope §165(b); I.T. 3847, 1947-1 Cum. Butt. 65, and P.S. 59, 
P-H Pension & Profit Sharing Serv. {9558 (1947) state that the phrase “total 
distributions payable” refers to the balance to which a distributee is entitled at 
the time of the employee’s separation from service, regardless of any prior 
distributions which may have been paid in prior years in accordance with the 
provisions of the trust. But cf. Frank B. Fry v. Commissioner, 19 T.C. No. 58 
(1952) which held that an employee who received a lump-sum retirement dis- 
tribution but did not retire was taxed on the distribution as ordinary income. 

76 Int. Rev. Cone § 165(b). 

17 Ibid. 

78 Int. Rev. Cope § 23(a)(1)(D). 

79 Int. Rev. Cope § 165(c). 

80 Int. Rev. Cope § 23(p)(1); U.S. Treas. Reg. 111, §29.23(p)-1 (1948) as 
amended by T.D. 5666, 1948-2 Cum. Butt. 34; Goss- Given Mfg. Co. v. Kelm, 
99 F. Supp. 144 (D. Minn. 1951) ; Wooster Rubber Co. vy. Commissioner, 14 
T.C. 1192 (1950), rev’d on other grounds, 189 F.2d 878 (6th Cir. 1951). 

81 Charles E. Smith & Sons Co., P-H 1947 T.C. Mem. Dec. J 47,128 (1947), 
aff'd, 184 F.2d 1011 (6th Cir. 1950), cert. denied, 340 U.S. 953 (1951). 
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The employer’s contribution to a qualified profit-sharing trust is 
allowed as a deduction to the extent of fifteen per cent of the total 
compensation otherwise paid or accrued during the taxable year to 
the employees under the trust, and then only if the employer’s taxable 
year ends within or with that of the trust. If the amount contributed 
by the employer in one year is more than the amount allowed, the 
difference, “contribution carry-over,” may be carried forward to suc- 
ceeding taxable years and deducted in order of time. However, the 
maximum amount deductible in any succeeding taxable year, includ- 
ing the deduction for that year, is limited to fifteen per cent of the 
compensation paid or accrued to the employees under the trust in 
that succeeding taxable year. If the amount contributed in one year 
is less than the amount allowed, the difference, “credit carry-over,” 
may be carried forward to the succeeding taxable years and deducted 
in order of time. However, the deduction that is carried forward 
cannot be deducted in any succeeding taxable year to an extent greater 
than fifteen per cent of the compensation otherwise paid or accrued 
to the employees under the trust in that succeeding taxable year. 
Consequently, it is possible for a “credit carry-over” to result in a 
maximum deduction of thirty per cent of the compensation otherwise 
paid or accrued in that succeeding taxable year.*? 

If the contributions are made to two or more profit-sharing trusts, 
they are considered as a single trust for the application of Section 
23(p)(1)(C).®* Section 23(p)(1)(F) provides a twenty-five per 
cent over-all limitation on allowable deductions for employer’s contri- 
butions to pension, stock bonus, profit-sharing and annuity plans. 
However, Section 23(p)(1)(F) does not reduce the deductions 
otherwise allowable under Section 23(p)(1)(A), (B), and (C) if 
no employee is a beneficiary under more than one trust, or a trust 
and annuity plan.** Deductions to profit-sharing plans are usually 
greater than those allowed pension plans. Since it is extremely diffi- 
cult to distinguish between a profit-sharing plan with pension features 
and a pension plan, Section 23(p)(1)(C) specifically provides that 
no deduction should be allowed under that subparagraph to a plan 
that provides for retirement benefits if the contributions could be 
determined actuarially as provided in subparagraph (A). Deduc- 
tions are allowed under Section 23(p)(1)(C) only in the year in 
which the contribution is paid regardless of whether the employer is 


82Int. Rev. Cope §23(p)(1)(C); U.S. Treas. Reg. 111, §29.23(p)-10 
(1948), as amended by T.D. 5666, 1948-2 Cum. Buti. 34; Mim. 6131 1947-1 
Cum. Butt. 21. 

83U.S. Treas. Reg. 111, §29.23(p)-10 (1948), as amended by T.D. 5666, 
1948-2 Cum. Butu. 34. 

84U.S. Treas. Reg. 111, §29.23(p)-12 (1948), as amended by T.D. 5666, 
1948-2 Cum. Butt. 34. 
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on the accrual or cash basis, except where the “credit carry-over” is 
applicable and where payments are made by the employer on the 
accrual basis under Section 23(p)(1)(E) within sixty days after 
the close of the taxable year of accrual.** 


IV 
FAcTORS AND TRENDS 


Profit-sharing plans have become a billion dollar enterprise. There 
are now more than 18,000 profit-sharing and pension plans in opera- 
tion. Their assets, about $12,000,000,000, form the largest pool of 
private capital outside of life insurance companies. Employers are 
now setting aside about $2,500,000,000 a year for their plans and 
that figure is expected to be over $3,000,000,000 by 1953.** Some 
employers’ annual contributions are over $1,000,000. New plans are 
being filed with the Commissioner at a rate in excess of 300 a 
month.*? 

A predominant part of the funds of the employees’ trusts are in- 
vested in securities, with a respectable reserve being maintained for 
normal current benefits. The primary factors considered in the in- 
vestment of these funds are safety of principal, assurance and size 
of yield, and liquidity. The type of plan determines the investment 
policy of the trust. A pension or profit-sharing trust that is estab- 
lished primarily for the purpose of providing economic security 
against the hazards of old age has a much more conservative invest- 
ment policy. Most of their investments are in government bonds 
and high class private bonds, attractive because of their safety, as- 
sured although small yield, and liquidity. If the employees contribute 
to the plan or trust it is desirable to have those funds invested con- 
servatively, usually in government bonds or insurance. A profit- 
sharing trust which has as its primary objective the deferment of in- 
come usually has a more liberal investment policy, and in addition 
to government and private bonds, invests in preferred and common 
stock.®* 

There has been a noticeable trend toward investments in common 
and preferred stocks by profit-sharing and pension trusts. This is 
said to be largely due to the increased demand for outlets for the 
trust funds and to the greater yield on stocks. Also, the significance 
of the factor of instability caused by the fluctuation in price can be 
reduced by the use of a diversified list of bonds and stocks. If the 


85 P-H Pension & Profit Sharing Serv. 7 5018 (1951). 
86 P-H Pension & Profit Sharing Serv. {[ 30.4 (1952). 
87 [bid. 

88 P-H Pension & Profit Sharing Serv. 20.1 (1952). 
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trust has a balanced portfolio, consisting of long-term and short-term 
bonds, preferred stocks, and common stocks, the necessity of forced 
selling of stocks rarely, if ever, presents itself. The annual contribu- 
tions to the fund by the employer plus the earnings are usually more 
than sufficient to meet the normal obligations for benefits. The abnor- 
mal payments can readily be financed by the sale of short-term bonds, 
which fluctuate only slightly in value. Consequently, it is not un- 
common to find a portfolio composed of fifty-five per cent in bonds, 
fifteen per cent in preferred stock and thirty per cent in common 
stocks.*® 

Some additional trends within this general trend toward increased 
investments by qualified trusts in stocks are that trusts are purchas- 
ing more stock of the employer® and are buying entire businesses 
including the employer that established them. 

The significance of this trend is illustrated by the Cleveland Pneu- 
matic Tool Company transaction. On January 27, 1953, the entire 
capital stock of the Cleveland Pneumatic Tool Company was bought 
by the company’s two employees’ profit-sharing trusts, which had 
been established three years earlier. The seller of the entire stock 
was the Sixty Trust of Boston, a pension trust for employees of Tex- 
tron, Inc. The purchase price was $11,803,000 of which only $2,150,- 
000 was to be paid immediately with the balance including interest 
spread over a fourteen-year period. The down-payment came from 
funds in the trusts, and the future profit-sharing plus anticipated divi- 
dends on the company’s stock is expected to meet the remaining in- 
stallments and to cover all future retirement payments to beneficiaries. 
This company has approximately 2,700 employees, 1,200 of whom 
are already participating in the plan and additional employees are 
becoming eligible each year. This company, the nation’s leader in 
landing gear production has a $90,000,000 order backlog. The presi- 
dent of the company, Mr. Sam S. Mullin, stated that the profit- 
sharing has amounted to about twenty per cent of the beneficiaries’ 
base earnings in each of the last three years, and that it should amount 
to about thirty-five per cent for 1953, for the investment will have 
the effect of increasing the profit-sharing of earning on stock. 

A similar transaction concerned E. G. Shinner & Co., Inc. Here 
the entire operating assets of the company were purchased by its em- 
ployees’ profit-sharing trust and employees for $400,000 in Novem- 
ber, 1952. 

Plans of both the Shinner and Cleveland Pneumatic transactions 


89 [hid. 


%° The employees of Sears Roebuck and Co. invest exclusively in and own a 
substantial portion of its capital stock. 
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were submitted in advance to the Bureau of Internal Revenue, which 
advised them acquisition of the stock by the trusts would not affect 
their tax-exempt status under Section 165(a). Of course, Cleveland 
Pneumatic is required to continue paying its regular corporate and 
excess profits taxes even though its dividends will go entirely to the 
two tax-exempt trusts. Although there are no provisions in the Code 
or regulations bearing directly on this point, it is believed that the 
amendment to Section 101 of the Code by the Revenue Act of 1950" 
which added : 


An organization operated for the primary purpose of carrying 
on a trade or business for profit shall not be exempt under any 
paragraph of this section on the ground that all of its profits are 
payable to one or more organizations exempt under this section 
from taxation. 


sufficiently indicates the taxing policy with regard to exempt trusts 
and organizations. 

It is generally agreed in financial circles today that trust invest- 
ments should be diversified both as to the kind of securities bought 
and the geographical location of the enterprises.** This points up 
the principal disadvantage of investing in the securities of the em- 
ployer or in any other one company or type of business ; namely, the 
undesirable situation which confronts the investor when the company 
or business stops declaring dividends and the market value of the 
investment declines. However, those employers whose profits have 
been fairly consistent and whose goods or services are in general 
demand may give little consideration to this factor. Of course, invest- 
ing in the securities of the employer will incite additional incentive 
and interest in the employees to exert greater efforts toward increas- 
ing the profits of the business. Being part owner of the business 
should result in less labor trouble. The increased earnings of the 
business not only increase the employer’s contribution to the trust but 
also result in a greater return on the investment. Where the employ- 
er’s stock is purchased a question may arise as to how it is to be 
voted. Generally the power is vested in the trustee, although it may 
be exercised by an advisory committee, an employees’ voting trust or 
any other arrangement that is for the exclusive benefit of the employ- 
ees." 

The advantages of profit-sharing, especially where the trust funds 
are invested in the securities of the employer, are most noticeable in 


91 Revenue Act of 1950, § 424, 64 Strat. 953 (1950). 

2 P-H Pension & Profit Sharing Serv. J 42.4 (1953). 

31s it possible for employees’ trusts to be utilized by management as a 
device for perpetuating themselves in office notwithstanding the Commissioner’s 
scrutiny of investments in the employer? 


o—_ @ -_a © 1:2 229 Go of 
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close corporations. Inasmuch as the trust income is exempt from tax- 
ation until distributed, a profit-sharing trust provides an excellent 
means of deferring income and accumulating a sizeable estate.®* 


CoNCLUSION 


The law governing profit-sharing trusts is still in the developmental 
stages. Consequently, current Bureau rulings require careful con- 
sideration. Although they are not usually retroactive,** they may 
have far-reaching effects and frequently involve substantial changes. 
In order for a profit-sharing trust to receive the favorable tax treat- 
ment outlined in this article it must qualify under Section 165(a) of 
the Code. Therefore, because of the complexity of the law in this 
area, it is imperative that a high degree of skill and extreme caution 
be exercised in drafting the plan in order to insure its qualification. 

What is the significance of this phenomenal growth of employees’ 
profit-sharing trusts to the extent of becoming a billion dollar enter- 
prise and buying entire businesses, including the business of their 
employer’s? What effect will this accumulation of capital in em- 
ployees’ trusts have on labor, the stock market, and the business 
cycle? In consideration of the loss in federal revenue, the administra- 
tive expense and limited coverage, employees’ trusts may not be the 
most practical method of securing the desired end of having the em- 
ployees share in the profits of the business and of providing for their 
economic security against the hazards of old age. Perhaps instead 
the federal old age benefits should be implemented. These and many 
other social considerations, in addition to the complex legal problems, 
will face Congress in its future deliberations as to whether the tax 
treatment accorded these trusts should be extended or curtailed. 

CLARENCE T. Krpps, Jr. 


LEGAL ASPECTS OF THE ANTI-VIVISECTION 
MOVEMENT 


I 
INTRODUCTION 


Historically, the medical profession has had a difficult time obtain- 
ing suitable anatomical specimens for research and experimentation. 


4 H.R. 10, 83d Cong., Ist Sess. (1953), the Jenkins-Keogh Bill, introduced 
on January 3, 1953, and referred to the Committee on Ways and Means, pro- 
vides self-employed persons tax benefits comparable to those accorded employees 
under a qualified trust. This bill has presidential and substantial bi-partisan 
support and is expected to pass. For a reprint and analysis of the bill see 
P-H Pension & Profit Sharing Serv. [43.1 (1953). 

5 PS. 35 (Revised), P-H Pension & Profit Sharing Serv. 1.9533 (1944). 
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The practice of using dead human bodies for these purposes has a 
stormy chronicle, dating from the period of the grave-robbing medical 
student and the body-snatching professional ghoul to today’s modern 
legislation allocating unclaimed remains to medical institutions. Pub- 
lic opinion, rather than legal doctrine, was the force that had to be 
reckoned with by medical men before the free and uninhibited study 
of anatomy was achieved. The curious nature of the common law 
with respect to the dead human body—in that it was not considered 
to be a species of property—made it exceedingly difficult to stop body 
snatching judicially. It was not larceny to steal a corpse as that crime 
required a taking of property.? Likewise, there was no civil action 
except trespass quare clausum fregit for wrongfully digging up a 
body.* The problem was finally overcome in England with the pas- 
sage of the Anatomy Act of 1812 and in the various states of the 
United States with legislation setting up local anatomy boards for the 
allocation and distribution of unclaimed bodys to hospitals and medi- 
cal schools.* 

As medical science advanced, two important discoveries, general 
anesthesia’ and the germ theory of disease,® gave great promise to 
the ancient but mistrusted field of surgery and the new science of 
bacteriology. Dead specimens, however, were not suitable for re- 
search and development in these areas; living subjects were needed. 
Large scale research on live human beings was never seriously con- 
sidered (except in recent years in Nazi Germany)’ and the medical 
profession quite naturally turned to the use of animals. The dog was 
found to be ideal because of its relatively large size, similarity in 
organic structure and diet to man, and availability. Although there 
is little controversy today over the use of dead experimental ma- 
terials, there is currently a most vigorous dispute, surcharged with 
emotion, over the use of live animals, particularly dogs, in laboratory 
experiments.® 


1 Batt, THe Sack-"EM-Up Men (1928); Warren, THE Lire or JoHN 
CoLtIns WARREN, M.D. c. 26 (1860 

2 Rex v. Lynn, 2 Durn. & E. 733, 1 ‘Leach 497 (1788) ; see 2 BisHop, Crim- 
INAL Law § 780 (9th ed. 1923). 

3 Meagher v. Driscoll, 99 Mass. 281 (1868) ; see Note, 18 Minn. L. Rev. 204 
(1933-34). 

41 Smitu, TAytor’s PRINCIPLES AND PRACTICE OF MEDICAL JURISPRUDENCE 
50 (10th ed. 1948); see Purpon’s Pa. Stat. ANN. 1948, tit. 35, § 1091, for a 
typical state statute. 

5 Gwathmey, General Anesthesia, 14 Hyceta 109 (1936). 

6 NATIONAL Society FoR MEDICAL RESEARCH, From 606 To SuULFA 2 (un- 
dated). 

7 Moon & Wittels, They're Trifling With Your Life, Saturday Evening Post, 
July 24, 1948, p. 16. 

8 CARLESON, EXPERIMENTATION AND MEDICINE 2 (1950). 

®See Old Colony Trust Co. v. Welch, 25 F. Supp. 45, 47 (D. Mass. 1938), 
where the court stated “it is a matter of common knowledge that a very sub- 
stantial part of the general public oppose vivisection. . . .” 
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II 
THE ANIMAL EXPERIMENTATION CONTROVERSY 


Organized opposition to experimentation on living animals had its 
birth in England in 1875 when the British Union for the Abolition 
of Vivisection was founded. The American Anti-Vivisection Society 
was organized in 1883 and apparently has kept close contact with its 
British equivalent.° Much in the manner of the grave-robbing era, 
the medical profession met the challenge of these militant organiza- 
tions with the legendary response of an ostrich. This reaction, how- 
ever, allowed increasing statutory restrictions to be placed upon ex- 
perimental medicine each year. Early in 1945, at the high tide of 
the anti-vivisection movement, an act to prohibit experimentation 
altogether was passed by the New York Senate. Medical men had 
to rally strongly to prevent its passage in the Assembly.*? The fol- 
lowing year an aroused medical profession organized and incorporated 
the National Society for Medical Research (NSMR) to carry out a 
public information program in behalf of medical research.’ The 
powerful American Medical Association which, through its magazine 
Hygeia, had been conducting a less intensified attack against the anti- 
vivisection forces, stepped up its operations with more frequent arti- 
cles by leading medical figures*® and reprints of more venerable dis- 
cussions.** Anti-vivisectionists have suffered serious reverses from 
these all-out efforts of organized medicine to acquire public opinion. 
Perhaps the greatest source of anti-vivisection power to retaliate was 
lost when the support of the Hearst newspapers was withdrawn fol- 
lowing the death of William Randolph Hearst in 1951." 

At the present time, animal experimentation is handicapped by 
state legislation only in Maine’® and Massachusetts... The NSMR 
is also on the offensive legislatively, advocating state and local meas- 


10 Harrison, Anti-Vivisection Propaganda Handicaps Science, 2 Fooo Druc 
Cosmetic L. Q. 408, 409 (1947). 

11 NATIONAL Society FoR MEpICAL RESEARCH, EXPEDITING MEDICAL Proc- 
RESS 7 (1952). 

12 Jd. at 6; see collection of vivisection material on file in the George Wash- 
ington University Medical Library. 

13 Kirk, Mice or Men, 24 Hyce1a 498 (1946); Kretschmer, Animal Experi- 
mentation, 23 Hyceta 573 (1945). 

14 Dewey, The Ethics of Animal Experimentation, 9 Hyceta 118 (1931). 
oh — Antivivisectionists—Are They Finished?, Collier’s, Aug. 16, 

Lm fo. 

18 “No person in any of the schools of the state supported wholly or in part 
by public money shall practice vivisection or perform any experiment upon a 
living animal, or exhibit to any pupil in such school an animal which has been 
vivisected or experimented upon.” Me. Rev. Stat. c. 127, §25 (1944). 

17“No person shall, in the presence of a pupil in any public school, practice 


—— or exhibit a vivisected animal.” Mass. Ann. Laws c. 71, §33 
(1945). 
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ures to facilitate medical research through animal experimentation.” 
This, however, is the arena where new opponents have been encoun- 
tered—the national and local humane organizations—and legal doc- 
trine is being used defensively. 


III 
THE Doc, JupICcIALLY CONSIDERED 


Before considering the legal and practical aspects of the experi- 
mental animal controversy, it is necessary to examine the legal status 
of the subject of the dispute, the dog. Unlike the dead human body, 
the dog was early held to be a form of personal property.’® But it is 
a unique form. An action for larceny, for example, would not lie 
in the absence of statute.” The Supreme Court of the United States 
in the leading case of Sentell v. New Orleans & Carrollton Railroad 
Company™ described it as a limited or qualified property interest 
standing “as it were, between animals ferae naturae in which, until 
killed or subdued, there is no property, and domestic animals, in which 
the right of property is perfect and complete.” *?_ Accordingly, the 
state courts have generally held that the summary destruction of 
unlicensed dogs is a proper exercise of the police power.?* Although 
it is frequently recited that modern law will recognize the dog as a 
domestic animal imbued with all the attributes of such property,” 


recent decisions fail to validate this proposition.** Either because of 
this unique property arrangement or because of their vicious pro- 
pensities, dogs have long been subjected to drastic police regulation 
by state and local governments.”* It is reasonably clear, however, that 
an owner who complies with license and other regulatory measures 
has an interest which will be protected by the 14th Amendment.?”_ In 
addition to remedies through property guarantees of the federal and 


18 NATIONAL SOCIETY FOR MEDICAL RESEARCH, op. cit. supra note 11, at 7. 

192 Bi. Comm. *393. 

202 BisHop, op. cit. supra note 2 § 773. 

21166 U.S. 698 (1896). The Court upheld a New Orleans ordinance which 
recognized no property in a dog unless licensed and its value declared and placed 
upon the assessment rolls by its owner. 

22 Id. at 701. 

28 Mayor of Hagerstown v. Witmer, 86 Md. 293, 37 A. 965 (1897); 7 Mc- 
QuiLttin, MuNIcIPAL CorporaATions § 24.289 (3d ed. 1949). But cf. Fucelli v. 
American Soc. for Prevention of Cruelty to Animals, 23 N.Y.S.2d 983 (1940). 

242 Am. Jur. 693 (1936); 3 C.J.S. 1085 (1936). 

25 Central Westchester Humane Soc. v. Hilleboe, 116 N.Y.S. 2d 403 (1952) ; 
New York State Voters League, etc. v. Hilleboe, 114 N.Y.S.2d 805 (1952). 

26 Sentell vy. New Orleans & Carrollton Railroad Co., 166 U.S. 698, 703; 
Steinberg v. Stebbins, 184 N.Y.Misc. 794, 55 N.Y.2d 503 (1945); 7 McQuILirn, 
op. cit. supra note 23 § 24.284. 

27 [bid. 
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state constitutions, every state has some form of cruelty to animal 
legislation which adds somewhat to the status of the dog.** 


IV 
Tue “Pounp” BILts 


The dog population of the United States is surprisingly large 
(estimated to be over twenty million)** and it is necessary to exter- 
minate thousands yearly in city dog pounds to keep the surplus from 
becoming a public nuisance.*° Yet there are extremely limited num- 
bers of dogs available for medical research, and they are available 
only at relatively high prices.** The medical profession, eyeing this 
vast reservoir of potential experimental animals, has taken the posi- 
tion that it is wasteful to destroy such animals when they can be used 
to the benefit of mankind by facilitating medical research.** A legis- 
lative program in furtherance of this objective has been meeting with 
moderate success at the state and local levels. To date, five states 
and thirty-one major cities have enacted measures which make un- 
claimed and impounded dogs available for medical research.** The 
opposition of humane and anti-vivisection groups, however, has been 
determined—almost fanatical. A particularly important and hotly- 
contested pound bill was defeated in 1949 in the District of Colum- 
bia.** The American Humane Association, recognizing a threat to 
the “humane movement” by pound seizure legislation, resolved in 
1952 to resist such legislation with all available means, legal and 
political.** The position of the Humane Societies is that they, as 
dog lovers, disfavor laws which may subject lost pets to prolonged 
and painful deaths.*° They recognize and accept the legality of experi- 
mentation on live animals and suggest as an alternative to pound sei- 
zure that the medical groups raise their own dogs.*7 The medical 
profession urges that only unwanted and doomed dogs are contem- 
plated by such legislation, that no unnecessary pain is inflicted, and 


28 Harrison, supra note 10, at 417. 

29 THE WorLp ALMANAC AND Book oF Facts 851 (1953). 

30 See Illinois Anti-Vivisection Soc. vy. City of Chicago, 289 Ill. App. 391, 7 
N.E.2d 379, 380 (1937); Harrison, supra note 10, at 412. 

81 Hearings before Special Subcommittee of the Committee on the District 
of Columbia on S. 1703, 81st Cong., Ist Sess. 37 (1949) (hybrid dog raised 
especially for research purposes at a cost from $175 to $200). 

32 Td. at 11. 

383 New York, Minnesota, Oklahoma, South Dakota, and Wisconsin. Among 
the cities are: Atlanta, Baltimore, Chicago, Los Angeles, and St. Louis. 

34S. 1703, 81st Cong., Ist Sess. (1949). 
ass AMERICAN HuMANE Assn., How to Combat Seizure Law: preface i 

1952). 

36 Jd. at preface ii; Hearings, supra note 31, at 66. 

87 Hearings, supra note 31, at 67. 
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that the death of these animals in the laboratories is humane.** The 
staunch anti-vivisector, however, steadfastly maintains that experi- 
mentation on live animals is immoral, that it has resulted in no medi- 
cal advancements and that it should be abolished completely.** The 
legal objection most often urged is that a statute or ordinance enacted 
to tap this source of live dogs is an unreasonable interference with 
private property rights.* 

It is interesting that the many municipal ordinances providing for 
the impounding and destruction of stray animals vest discretion in 
some city official to “sell, destroy, or otherwise dispose of” unre- 
deemed animals. The obvious question arises; Why is additional 
legislation necessary? Convince the official and he will deliver the 
dogs. In some cities arrangements have been made to procure ani- 
mals on the basis of such discretionary legislation. This practice was 
recently considered by the Ohio Court of Appeals in the case of 
Kovar v. City of Cleveland." A Cleveland ordinance provided that 
“any dog unredeemed after five (5) days from the time of being 
taken and impounded may be destroyed or otherwise disposed of 
upon the order of the Director of Public Safety; but if such dog has 
a license number, an effort shall be made to locate the owner immedi- 
ately upon taking up of such dog.” Plaintiffs, taxpayers, brought a 
derivative suit under statute to restrain the city and its authorized of- 
ficers from disposing of impounded dogs by giving them to hospitals 
or laboratories for experimental purposes. The Court of Appeals, in 
affirming a judgment sustaining a demurrer to the petition, had little 
difficulty upholding the impounding provision on a public health basis 
under the home-rule police power of the city of Cleveland. The plain- 
tiff’s contention that the discretion vested in the Director of Public 
Safety was an invalid attempt to delegate legislative power to that 
official was overcome by the court by stating that the mandate of the 
ordinance to “otherwise dispose of dogs” was to perform merely a 
“ministerial or administrative duty.” 

Two considerations prevent the situation which exists in Cleveland 


38 Jd. at 34-35; Creer, Animal Experimentation, Its Vital Importance in 53 
CONFIDENTIAL FROM WASHINGTON 1 (1949). 

39 Hearings, supra note 31, at 58, 115-117. 

40 A legal argument reputed to have great persuasive value when addressed 
to legislators was urged during the hearings on the District of Columbia seizure 
bill. The doctrine of “presumed intent” was related to the pound situation as 
follows: “. .. the law provided that that should be done which the true owner 
would be presumed to want to be done. . . if he could be found and asked 
when the animal is not findable by him and is not resaleable, . . . that the animal 
would be put painlessly to sleep and not that it be strapped to a laboratory 
table to whimper out its life.” Jd. at 41. 

41102 N.E.2d 472 (1951); see 2 A.B.A. MunicipaL Law Service Letter 2 
(Jan. 1952). 
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from arising often elsewhere. First, in many municipalities, Boston 
for example, the stray dog problem is handled by private charitable 
organizations under franchise from the city.** Animal shelters of this 
nature are the principal activity of humane societies and one of the 
tenets of these organizations is to humanely destroy dogs which can- 
not be cared for.** Second, where pounds are municipally operated, 
inquiring doctors frequently discover that the city official with the 
duty of “destroying or otherwise disposing of” impounded animals is 
an active member of an anti-vivisection or humane organization.** 

In February, 1953, the California Supreme Court in Simpson v. 
City of Los Angeles* upheld a Los Angeles mandatory pound seizure 
ordinance providing in part: 

(h) Whenever any reputable institutions of learning, hospi- 
tals, research laboratories or their allied institutes in the City of 
Los Angeles shall make application to the Health Officer of the 
City of Los Angeles for permission to use humanely unclaimed 
impounded animals for the good of mankind and the increase of 
knowledge relating to the cause, prevention, control and cure of 
disease, the Health Officer, on being satisfied that the said ani- 
mals are to be so used, shall, from time to time, certify to the 
Department of Animal Regulation the names and addresses of 
said institutions of learning, hospitals, research laboratories and 
their allied institutes which he is satisfied will use animals hu- 
manely for the purposes above specified. 

It shall be the duty of the Department of Animal Regulation to 
surrender unclaimed impounded animals for such uses only when 
applied for by the institutions of learning, hospitals, research 


laboratories and their allied institutes which have been certified 
by the Health Officer as herein provided.*® 


Plaintiffs, taxpayers and dog owners, residing in Los Angeles, 
sought to restrain the city and two officials from carrying out the 
surrender provisions of the ordinance. They alleged that the munici- 
pal election through which the ordinance was adopted was conducted 
with certain invalidating irregularities; that the ordinance conflicted 
with general state cruelty to animal statutes; that it deprived plain- 
tiffs of due process of law in confiscating private property; that it 
permitted a gift of public property; that uncontrolled and arbitrary 
discretion was vested in the city health officer ; and that the ordinance 
was special legislation directed toward a limited group of institutions. 

The basis urged for the invalidity of the election was that the organ- 
ized opponents of the measures were misled by an assistant city attor- 


42 Hearings, supra note 31, at 71. 

43 Td. at 67. 

447d. at 104-107. 

45 253 P.2d 464 (Cal. 1953). 

46 Los ANGELES MunicipaL Cope § 53.11 (h). 
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ney into printing their arguments (which accompanied the sample 
ballot) on smaller and less attractive paper than permitted by law 
and as furnished by the proponents. The court rejected this argu- 
ment, stating its reluctance to defeat the fair expression of popular 
will on a mere technicality. Similarly, properly and humanely con- 
ducted scientific experiments were found not to conflict with general 
state legislation prohibiting cruelty to animals. 

The principal contention of the petitioners was that the ordinance 
did not give a dog owner sufficient notice that his wayfaring pet was 
being confiscated for medical experimentation to comply with the due 
process provisions of the United States and California Constitutions. 
The portion of the ordinance under attack, subsection (h), also pro- 
vided that no animal would be surrendered to a certified organization 
until it had been impounded for a period of at least five days and that 
any animal turned over by its owner to the Department of Animal 
Regulation for destruction would be destroyed in compliance with 
his request and not used for medical purposes. The new section had 
no provision, however, for notice to a known owner, as in the situa- 
tion where a dog wearing a license tag was impounded for violation 
of the leash law. Subsection (b), concerned with the sale of im- 
pounded animals, directed that an owner, if known, should be notified 
within one day. The court, reciting the familiar principle that it was 
bound to adopt a constitutional interpretation wherever possible, read 
subsections (h) and (b) together. Its construction of the whole 
ordinance, therefore, was that the city was obligated to give actual 
notice to a known owner before the five-day period could begin to run. 
The owner of a dog not wearing a license tag was said to have no 
ground to complain, as the Los Angeles Municipal Code placed upon 
the owner the duty of keeping a license (identification) tag on the dog 
at all times. 

The gift of public property was held to be unobjectionable (the 
certified institutions receiving the animals free of charge) inasmuch 
as the property was to be used for a public purpose. Additionally, the 
health officer was said to have sufficient standards in that he could 
certify only “reputable organizations on being satisfied that the ani- 
mals will be used humanely for the specified purposes,” i.e., “ for the 
good of mankind and to the increase of knowledge relating to the 
cause, prevention, control and cure of disease.” ** (Emphasis sup- 
plied.) The final objection, that the measure was special legislation 
discriminating between institutions, was dismissed summarily with 
the observation that the ordinance provided a reasonable classification. 

State-wide seizure legislation has been somewhat broader than 


47 Simpson y. City of Los Angeles, 253 P.2d 464, 469 (Cal. 1953). 
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municipal ordinances. The Wisconsin and New York Acts have 
pierced the very heart of the opposition by requiring not only that 
municipally operated dog pounds must turn over live unclaimed ani- 
mals for research, but also that humane organizations operating ani- 
mal shelters under contract or authority of a municipality must sur- 
render unredeemed live animals. The Wisconsin Supreme Court, 
comparing unlicensed stray dogs to unclaimed bank deposits, has up- 
held that state’s statute.** The controversial New York Metcalf-Hatch 
Act is presently in the courts.*® 


V 
CoNCLUSION 


The anti-vivisectionists have had little success, thus far, in the 
courts. In fact, each piece of litigation adds another valuable pre- 
cedent to the cause of medical research. These decisions, especially 
that in the Simpson case, are valuable guides for state and local gov- 
ernments contemplating similar legislation. At this stage it appears 
that constitutional objections to such regulations can be avoided by 
carefully drawn measures providing: (1) for the delivery of animals 
only to organizations meeting specified standards and complying with 
humane practices; (2) some reasonable form of notice to owners of 
licensed dogs or known owners of unlicensed dogs; (3) a waiting 
period during which all of the city’s shelters or pound stations could 
be inspected by an interested owner ; and (4) for the immediate pain- 
less euthanasia of aged or unwanted pets turned over to pound authori- 
ties by their owners with such a request. 


RICHARD T. SYKEs. 


THE SCOPE OF THE MILBURN RULE 
I 
INTRODUCTION 


In the process of formulating Section 102 of the 1952 Patent Code* 
from former Rev. Stat. § 4886,? major changes were made in the 


#8 Regents of University of Wisconsin v. Dane County Humane Society, 260 
Wis. 486, 51 N.W.2d 56 (1952). 

49 Cases cited in note 25 supra; see also Million, 1952 Survey of New York 
Law—Property, 27 N.Y.U. L. Rev. 1067, 1072. The operators of private animal 
shelters under contract to municipalities are urging that they are forced to 
violate their charters and use funds donated for “humane purposes in turning 
over animals for medical experimentation. Doubtless some charitable trust 
litigation will emerge as a by-product of this controversy. 

1 Title 35 of the United States Code, also known as the Patent Code, was 
enacted into law in its present revised and modified form by the Act of July 
19, 1952, Pub. L. No. 593, 82d Cong., 2d Sess 

2 Rev. Star. § 4886 (1875), as amended, 35 U.S.C. § 31 (1946), states: “Any 

8 
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statutory language. While much of the difference represents mere 
changes in form, there have been, as well, some changes in sub- 
stance—at least in a statutory sense. Certain of these changes in 
substance reflect a series of inter-related—and as yet not conclusively 
settled—questions of patent law. 

The traditional special defenses to a charge of infringement, here- 
tofore embodied in Rev. Stat. § 4920,* have been superseded by a 
broad general statement* which refers to other sections of the code 
for much of its substance, Section 102 being one of the reference 
sections. Inasmuch as no change in substance is indicated,’ this 
latter change raises a question as to what the old fourth defense® 
(prior invention in another) actually meant, particularly if, as ap- 
pears, that meaning is now embodied in Section 102. 

A complementary question, as to the effective date of a patent as 
an anticipating reference, is presented by paragraph (e) of Section 
102. This paragraph provides: 


A person shall be entitled to a patent unless the invention was 
described in a patent granted on an application for patent by 
another filed in the United States before the invention thereof by 
the applicant for patent,.... 


and purports to enact into statute the rule of Alexander Milburn Co. 
v. Davis-Bournonville Co." In the explanation of the codified rule 
it is pointed out that “by reason [thereof] a United States patent 
disclosing an invention dates from the date of filing the application 
for the purpose of anticipating a subsequent inventor.”® These ex- 
planatory remarks, as well as the statutory language itself, are silent 
as to any qualification or restriction based on the origin of an inven- 
tion on which an anticipating disclosure is based, requiring only that 
such disclosure appear in a United States patent. This would imply 
that no distinction should be drawn between domestic and foreign 


person who has invented or discovered any new and useful art, machine, manu- 
facture, or composition of matter, or any new and useful improvements thereof, 

. . not known or used by others in this country, before his invention or dis- 
covery thereof, and not patented or described in any printed publication in this 
or any foreign country, before his invention or discovery thereof, or more than 
one year prior to his application, and not in public use or on sale in this coun- 
try for more than one year prior to his application, unless the same is proved 
to have been abandoned, may .. . obtain a patent therefor.” [Now embodied in 
35 U.S.C. §§ 101, 102, 171 (1952).] 

3 Rev. Stat. § 4920 (1875), as amended, 35 U.S.C. §69 (1946). 

435 U.S.C. §282 (1952). 

5 H.R. Rep. No. 1923, 82d Cong., 2d Sess. 10 (1952). 

® In superseded Rev, Stat. § 4920 the fourth special defense was, “That he was 
not the original and first inventor or discoverer of any material or substantial 
part of the thing patented; .. .” 

7270 U.S. 390 (1926). 

8 H.R. Rep. No. 1923, supra note 5, at 17. 
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inventions. However, the anticipating patent on which the Milburn 
case turned was of domestic origin; that is, filed by a United States 
national on an invention made here. Is there any basis, then, for 
broadening the Milburn decision into a rule whereby a United States 
patent application disclosure becomes effective for purposes of antici- 
pation from its filing date regardless of whether that filing date is 
domestic or foreign? 

It will be recalled that a foreign national who has previously filed 
an application abroad enjoys certain privileges under United States 
statutes which implement our obligations under the International 
Convention for the Protection of Industrial Property. The signifi- 
cant privilege for the present purpose provides that a United States 
application will be accorded the date of earliest foreign filing under 
certain circumstances.?° If a United States patent has been accorded 
such priority date, does the Milburn rule render such a foreign filing 
date the effective date for purposes of anticipation? 


II 
Prior INVENTION 


The present discussion, particularly as it relates to the term “first 
inventor”, is concerned only with ex parte proceedings, that is pro- 


ceedings between an applicant for a patent and the Patent Office 
leading to the grant or denial of an application. This should be clearly 
distinguished from similar terminology used in inter partes or inter- 
ference proceedings which are a direct contest between two or more 
inventors each claiming to be entitled to a patent on the same inven- 
tion. In such inter partes cases the public is usually considered to 
be merely standing by waiting to engage in contract negotiations 
with the successful litigant. Such contract negotiations are the very 
essence of ex parte proceedings and in this field the public, as repre- 
sented by the Patent Office, is clearly an interested party. Thus on 


Created in Paris in 1883 and subsequently revised, the 1911 revision in 
Washington being particularly relevant to the patent law. The priority provi- 
sions are discussed in detail in LADAs, INTERNATIONAL PROTECTION OF INDUS- 
TRIAL Property c. XI (1930). 

20 35 U.S.C. §119 (1952). This section provides: “An application for pat- 
ent for an invention filed in this country by any person who has... previously 
regularly filed an application for a patent for the same invention in a foreign 
country which affords similar privileges . . . Shall have the same effect as the 
same application would have if filed in this country on the date on which the 
application for patent for the same invention was first filed in such foreign 
country. . 

qt may be noted at this point that these questions may arise either in a pat- 
ent suit in the courts or in the Patent Office proceedings preliminary to grant 
of a patent. In the latter the questions would also arise in connection with 
interpretation of Rule 131 of the Patent Orrice Rues or Practice (1953) 
which provides for swearing back of a reference patent. 
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the one hand individual rights predominate while on the other it is 
more important to effectuate public policy. 

Certain of the qualifications set up in Section 102 of the new Act 
are designed to ascertain whether, from the standpoint of the con- 
tracting public, an inventor seeking a United States patent grant is 
the first inventor of that for which he is seeking patent protection. 
His invention must not have been known or used by another in this 
country prior to his date of invention ;* nor can there have been any 
public use or sale more than one year prior to the date on which he 
files his application for patent in the United States Patent Office.’* 
Furthermore, the invention must neither have been patented nor 
described in a printed publication, either in this country or abroad, 
prior to the date of his invention or more than one year before the 
date on which his application for a United States patent is filed.** 

Prior patents and publications constitute a vast reservoir of knowl- 
edge which has traditionally been designated as the prior art. The 
prior art, including matters of common knowledge, is treated as pub- 
lic property, at least to the extent that it cannot be subtracted from 
by a subsequent patentee.** It should be noted that the prior art 
need not completely disclose an invention in order to raise a bar to 
the issuance of a patent thereon; it need only furnish a sufficient dis- 
closure to render the invention obvious to one having ordinary skill 
in the particular art involved.*® 

The effective date of printed matter other than patents for the 
purpose of anticipating an invention, that is, raising a bar to the grant- 
ing of a patent for the invention, is accepted as the date of publication. 
On that date, but not before, the subject matter is presumed to have 
become available to the public.*7 However, within the meaning of 
the patent statute, not every piece of printed matter can qualify as 


12 35 U.S.C. §102(a) (1952). 

13 35 U.S.C. §102(b) (1952). 

1435 U.S.C. §102(a), (b) (1952). Paragraphs (a) and (b) provide: “A 
person shall be entitled to a patent unless—(a) the invention was known or 
used by others in this country, or patented or described in a printed publication 
in this or a foreign country, before the invention thereof by the applicant for 
patent, or 

(b) the invention was patented or described in a printed publication in this 
or a foreign country or in public use or on sale in this country, more than one 
year prior to the date of the application for patent in the United States, .. .” 

15 Great Atlantic & Pacific Tea Co. v. Supermarket Equipment Corp., 340 
U.S. 147 (1950). 

16 35 U.S.C. §103 (1952). The Revisor’s Notes, H.R. Rep. No. 1923, supra 
note 5, point out that this section finds no counterpart in earlier statutory law 
but has been in the judicial law since 1850. The present enactment is designed 
to achieve “some stabilizing effect” and to “serve as a basis for the addition at 
a future time of some criteria.” 

17 Hamilton Laboratories, Inc. v. Massengill, 111 F.2d 584 (6th Cir. 1940), 
cert. denied, 311 U.S. 688 (1940). 
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a publication.** The effective date of a patent issued by the patent 
office of a foreign country is the date on which it becomes available 
through issuance or printed publication. Thus foreign patents 
and publications may for most purposes be considered as essentially 
the same. The particular act of a foreign patent office which deter- 
mines the effective anticipation date of its patents has been settled 
for most foreign countries by virtue of a long line of judicial deci- 
sions.*® 

In summary, foreign patents and publications can only anticipate 
inventions made subsequent to the date on which such patents and 
publications became available to the public. But a United States 
patent based on a domestic invention may anticipate any invention 
subsequent to the patent filing date. The question then is: What 
is the effective date of a United States patent based on a foreign 
invention? The answer turns in a large measure on what meaning 
“first inventor” has when used in an ex parte sense. 


III 
THE MILBURN DECISION AND ITs INTERPRETATIONS 


The patent law has long indulged in the fiction that the filing of 
an application for patent in the United States Patent Office consti- 
tutes a constructive reduction to practice of the subject matter for 
which protection is claimed.?° Accordingly, any subject matter 
claimed in an issued patent is presumed to have been invented at 
least as early as the filing date. Prior to 1926, however, under the 
majority rule, the effective anticipation date of the unclaimed dis- 
closure of a United States patent was the date the patent issued, in 
other words, the date of actual publication.”* 

This rule was derived by drawing a distinction between prior in- 
vention and prior art. It was reasoned that a patent disclosure, as 
such, should be treated like any other form of publication and hence 
could not be anticipatory until published.?*_ In support of this, analo- 
gies were drawn to the rule on foreign patents, noted earlier, and 
the Patent Office rule against citing abandoned applications as refer- 
ences.?8 

Standing as champion of a small but undaunted minority was the 
sixth circuit with a converse rule that the entire disclosure of a 


18 See Jockmus vy. Leviton, 28 F.2d 812 (2d Cir. 1928), for discussion of this 
question. ' 

19 See GLASCOCK AND STRINGHAM, PATENT Law 90-104 (1943). 

20 WALKER ON PaTENTs 924 (Deller’s ed. 1937). 

21 Davis-Bournonville Co. v. Alexander Milburn Co., 1 F.2d 227 (2d Cir. 
1924), rev'd, 270 U.S. 390 (1926). 

22 Td. at 230, 231. 

23 See cases notes 25-27 infra, for a discussion of this point. 
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United States patent carried an effective date as of its filing, albeit 
it was not available during pendency of the application.** This rule was 
based on the theory that everything disclosed in the patent was either 
invented by the patentee, or at least known to him, at the time his 
application was filed, thereby raising a bar of prior knowledge in 
another. These rules became known as the second and sixth circuit 
rules respectively. 

It was in this setting that the patent infringement litigation between 
the Milburn and Davis-Bournonville companies came before then Dis- 
trict Judge Learned Hand in the southern district of New York. A 
key factor in the defense was an allegation of prior invention in an- 
other person based on the fourth special defense of Rev. Stat. § 4920 
and evidenced by the unclaimed disclosure of a patent to one Clifford, 
whose application was filed earlier than the patent in suit. Under 
the second circuit rule the Clifford patent was excluded except for 
what it claimed ;?° the result was affirmed on appeal ;?° and the Su- 
preme Court decided it was time to settle the controversy.”” 

The Supreme Court, with Justice Holmes writing for the Court, 
reversed,”* thus in effect adopting the sixth circuit rule, and in so 
doing laid the foundation for the present question. The key to the 
decision appears to lie in the following words of Mr. Justice Holmes: 


The question is not whether Clifford showed himself by the 
description to be the first inventor. . . . The question is whether 
Clifford’s disclosure made it impossible for Whitford to claim 
the invention at a later date. . . . It is not necessary to show 
who did invent the thing in order to show that Whitford did not. 


As to the analogies relied upon below, the disregard of aban- 
doned patent applications however explained cannot be taken to 
establish a principle beyond the rule as actually applied... . 
The policy of the statute as to foreign inventions obviously 
stands on its own footing and cannot be applied to domestic af- 
fairs. The fundamental rule we repeat is that the patentee must 
be the first inventor. The qualifications in aid of a wish to 
encourage improvements or to avoid laborious investigations do 
not prevent the rule from applying here.”® (Italics added.) 


While the rule is stated in terms of prior invention, it is clear that 
the Court was utilizing the prior knowledge shown to exist by the 


24 Lemley v. Dobson-Evans Co., 243 Fed. 391 (6th Cir. 1917). 

ee Co. vy. Alexander Milburn Co., 297 Fed. 846 (S.D.N.Y. 
1924). 

26 "anmneanay Co. y. Alexander Milburn Co., 1 F.2d 227 (2d Cir. 
1924). 

27 Alexander Milburn v. Davis-Bournonville, 266 U.S. 596 (1924). 

28 270 U.S. 390 (1926). 

29 Td. at 401, 402. 
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Clifford disclosure as evidence that invention did not exist. Accord- 
ingly, it may be argued that the decision simply holds that prior 
knowledge may be evidenced by the unclaimed disclosure of a United 
States patent, and further that such prior knowledge in turn may be 
sufficient evidence of prior inventorship by another person who may 
or may not be the patentee. If that were the case then it would log- 
ically follow that the defense of prior invention, which, as noted 
earlier, no longer appears in the statutes as such, is embodied in the 
broader reference to prior knowledge as a bar. Of particular inter- 
est also is Mr. Justice Holmes’ clear recognition that different poli- 
cies exist with respect to foreign and domestic inventions. Unfortu- 
nately, the eminent jurist did not elaborate on the policy distinctions. 

The Milburn decision has received considerable discussion and 
interpretation in subsequent decisions. The Supreme Court, in a 
dictum devoid of any enlightening discussion, referred to the decision 
as supporting the proposition that a series of United States applica- 
tion disclosures were prior art from their filing dates.°° This propo- 
sition was adopted as a cornerstone for a subsequent second circuit 
decision.* Judge Learned Hand, speaking for the court, noted the 
Supreme Court’s rejection in the Milburn case of his attempt to dis- 
tinguish between “prior art” and “earlier invention.”*? He concluded 
that it “obliterated the distinction between the issue of prior publica- 
tion and prior invention and makes it appropriate to speak of a prior 
application as ‘prior art.’”** This conclusion led him to hold that 
patent disclosures were available as of their filing date, not only to 
anticipate a subsequent invention, but to render it unpatentable for lack 
of invention in the technical sense. The Patent Office tribunals found 
support in the Milburn decision for rejecting an application on a 
combination of references, one of which was filed prior to, but issued 
after, applicant’s date of filing.** In this case the reference patent 
was granted to a foreign inventor on an invention presumably made 
abroad, but it was necessary to use only the United States filing date. 
The third circuit recently reached a similar result®® although via a 
somewhat different line of reasoning which adhered more closely to 
the who-was-first line of inquiry, as such. 

It is submitted that insofar as these decisions dealt with completely 
domestic affairs they were supported by the Milburn decision. Where, 


( —- Radio & Television Corp. v. Hazeltine Corp., 313 U.S. 259, 265 
1941). 


31 Western States Machine Co. v. S.S. Hepworth Co., 147 F.2d 345 (2d Cir. 
1945), cert. denied, 325 U.S. 873 (1945). 

32 Td. at 348. 

33 Jd. at 349. 

34 In re Downs, 18 C.C.P.A. (Patents) 803, 45 F.2d 251 (1930). 

35 Ellis-Foster Co, vy. Reichold Chemicals Inc., 198 F.2d 42 (3d Cir. 1952). 
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however, they dealt with reference patents based on inventions made 
abroad there is a serious question whether the Milburn decision was 
not relied on without due regard for the admonition of Justice Holmes 
that foreign inventions are subject to a different policy. 


IV 
Priority Date Case LAw 


The question as to whether a claim to a United States patent can 
be denied on the basis of the unclaimed disclosure in a second United 
States patent having a later United States filing date but earlier for- 
eign priority date has been before the courts on a number of occa- 
sions. On all but two occasions, however, the courts have ultimately 
decided the case on other grounds; and even in those two decisions 
no recognition is evidenced of the conflicting policies involved. 

The question arose in a Maryland case, Fleischmann Yeast Co. v. 
Federal Yeast Co.,®* almost coincident with the Milburn case. Plain- 
tiff sued on two patents which it owned as assignee. The subject 
matter of the patent bearing the earliest United States filing date had 
not been previously filed on abroad; the application later filed here 
had, however, been awarded a much earlier priority date under the 
Nolan Act*’ by virtue of a wartime German application. Defendant 
urged as part of its defense that the patent bearing the earlier United 
States filing date was anticipated by the patent granted on the later 
United States application because that application, on the basis of 
its priority date, was in effect earlier. The District Court, after re- 
ferring to the decision by the second circuit in the Milburn case and 
the opposed sixth circuit rule, held, on this phase of the case, that 
regardless of which rule was followed at least the claims could be 
interpreted in light of the disclosure.** When so interpreted the court 
found that no patentable distinction existed between the two patents— 
the one being in effect generic and the other specific. While an 
appeal from this decision was pending, the opinion of the Supreme 
Court in the Milburn case was handed down. The court of appeals 
affirmed on this later and final Milburn decision,®® apparently feel- 


868 F.2d 186 (D. Md. 1925). 

3741 Strat. 1313 (1921), 35 U.S.C. §§ 80-87 (1946), repealed July 19, 1952. 
The Nolan Act, which followed World War I, and its modern counterpart 
enacted subsequent to World War II, the Boykin Act, 60 Strat. 940 (1946), 
each provided for extension of the time within which priority dates could be 
claimed under certain circumstances. Each enactment also provided for the 
protection of intervening rights on the part of domestic applicants and patentees 
to the extent that such parties should not be adjudged infringers. See Federal 
Yeast Co. v. Fleischmann Yeast Co., 13 F.2d 570 (4th Cir. 1926), for a dis- 
cussion of the intervening rights. 

88 Fleischmann Yeast Co. v. Federal Yeast Co., 8 F.2d 186 (D.Md. 1925). 

89 Federal Yeast Co. v, Fleischmann Yeast Co., 13 F.2d 570 (4th Cir. 1926). 





EDITORIAL NOTES 781 


ing it unnecessary to utilize the claim interpretation theory relied on 
by the lower court. However, the court’s opinion took no notice of 
the rather obvious distinction between the wholly domestic character 
of the Milburn situation and the foreign character of the situation 
before the court. 

Sometime later the question arose in Celanese Corp. v. Narrow 
Ribbon Fabrics,*° a second circuit case. Defendant relied on a United 
States patent as prior art, the subject matter of the reference patent 
having been filed on later in the United States, but earlier abroad, 
than the date of invention accorded the patent in suit. Impliedly the 
court held the foreign filing date unavailable, since it gave effect to 
the United States date only and held the citation of the earlier Ger- 
man application to be immaterial since no patent was shown to have 
issued thereon. Accordingly, these decisions present a conflict, but 
provide virtually no assistance in its resolution. 

In the recent case of Young v. General Electric Co., the question 
also arose. The court expressed an inclination toward accepting the 
foreign filing date as the effective date after referring to the Celanese 
and Fleischmann cases as illustrating a conflict on the question. How- 
ever, the case was decided on other grounds. 

Probably the clearest presentation of the question and at least some 
of the factors pertinent thereto is to be found in the opinions written 
recently for the second circuit by Judge Learned Hand in Van der 
Horst v. Chromium Corporation.*? Initially, the court in deciding 
the case adopted the foreign filing date, that is, the priority date, as 
the effective date based on the following reasoning: 


Under the doctrine of Alexander Milburn Co. v. Davis-Bour- 
nonville Co., 270 U.S. 390, the pendency of an earlier application 
in a patent office makes the applicant a ‘prior inventor’ under 
the Patent Act § 69, Title 35, U.S. Code; moreover, the appli- 
cation is itself for all purposes the equivalent of a printed publica- 
tion: that is to say, its anticipatory effect is not confined to the 
very letter of the disclosure, any more than is that of a printed 
publication.** 


On reconsideration the court withdrew from its original position, 
left the foreign date question completely open, and affirmed on other 
grounds. This action was explained in these words: 


We failed to take into consideration § 72 of Title 35, U.S.C. 
which provided that it should not ‘void’ a patent that ‘the inven- 


40117 F.2d 481 (2d Cir. 1941). 

4196 F. Supp. 109 (N.D. Ill. 1951). 

42 197 F.2d 791, modified on rehearing, 198 F.2d 748 (2d Cir. 1952). 
43197 F.2d 794 (2d Cir. 1952). 
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tion or discovery’ had been previously ‘known or used in a for- 
eign country, if it had not been patented or described in a printed 
publication.’ It is reasonable to assume that Holmes, J., had 
§72 in mind in Alexander Milburn Co. v. Davis-Bournonville 
Co., ... when he said that ‘the policy of the statute as to foreign 
inventions obviously stands on its own footing and obviously 
cannot be applied to domestic affairs.’** 


V 
STATUTORY INTERPRETATIONS 


Section 72, to which Judge Hand refers, originated as Rev. Star. 
§ 4923.*° That statute has been superseded by the new Patent Code, 
its substance apparently being embodied without change in present 


Sections 102(a) and 104.*° Section 4923 of the Revised Statutes 
provides: 


Whenever it appears that a patentee, at the time of making 
his application for patent, believed himself to be the original and 
first inventor or discoverer of the thing patented, the same shall 
not be held to be void on account of the invention or discovery, 
or any part thereof, having been known or used in a foreign 
country, before his invention or discovery thereof, if it had not 
been patented or described in a printed publication. 


This statute clearly precluded knowledge or use outside the United 
States from having any effect on a United States application regard- 
less of how widespread such knowledge or use may have become or 
how long it may have existed. 

In dismissing a bill in equity arising from an interference pro- 
ceeding, the second circuit has held Rev. Star. § 4923 to be a spe- 
cific statute having a qualifying effect on the more general statute, 
Rev. Stat. § 4886.7 In that case** D had actually reduced an inven- 
tion to practice abroad by putting it in use on a railroad; he had also 
explained his invention to a United States citizen, who returned to 
this country and described his findings to others here. Subsequently 
A filed an application based on independent work. The court, after 
noting that under Rev. Star. § 4886 the invention probably could be 
said to have been known in this country before A’s application was 
filed, noted that the patent law does not reside in one statute.*® Ac- 


44198 F.2d 749 (2d Cir. 1952). 
45 Rev, Stat. § 4923 (1875), 35 U.S.C. §72 (1946). 
46 H.R. Rep. No. 1923, supra note 5, at 17, indicates that “Paragraph (a) 


together with section 104 contains the substance of title 35 U.S.C., 1946 ed., § 72 
(R.S. 4923).” 


47 Rev. Stat. § 4886 (1875), as amended, 35 U.S.C. §31 (1946). 
48 Westinghouse Machine Co. v. General Electric Co., 207 Fed. 75 (2d Cir. 
1913 


). 
49 Td, at 78. 
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cordingly, it held that Rev. Star. § 4923 modified Rev. Star. § 4886 
and precluded the use of foreign reduction to practice as a bar to a 
United States patent regardless of how widely such practice might 
be known. 

Shortly thereafter the same court, in Vacuum Engineering v. 
Dunn,”° came to grips with the problem of a United States patent 
based on a foreign invention as prior art. Defendant was attempting 
to avoid infringement by employing the unclaimed disclosure of such 
a patent to limit the claims of the later filed patent in suit. The court 
apparently considered the United States application by a foreign resi- 
dent as mere evidence of foreign knowledge, which under Rev. Star. 
§ 4923 had no effect on the patentability of a United States invention. 
Defendant argued that the foreign inventor by his act of filing an 
application gave the American public a knowledge of his invention 
through the Patent Office; this was rejected on the ground that the 
gift was not received until issuance of the patent. While the opin- 
ions in both of these cases preceded that in the Milburn case, neither 
necessarily conflicts with the Milburn opinion in view of the foreign 
origin of the references relied on in these cases. 

A situation substantially identical with that in the Vacuum Engi- 
neering case arose recently in the third circuit. The district court 
grounded its decision®? on the Vacuum Engineering case and the court 
of appeals reversed*® essentially on the ground that the Milburn rule 
applied to United States applications without regard to the origin 
of the inventor or invention; hence the Vacuum decision was nega- 
tived by Milburn. It is suggested that the Milburn case, far from 
requiring such a result, may even, if construed to be grounded on 
prior knowledge, preclude such a result when taken in conjunction 
with former Rev. Star. § 4923. 

An interference proceeding before the Commissioner of Patents, 
Viviani v. Taylor v. Herzog,** provided an unusual set of facts re- 
garding priority dates and necessitated a comparative study of REv. 
Strat. §§ 4886, 4887 and 4923** for its resolution. In that case H 


50 209 Fed. 219 (2d Cir. 1913). 

517d. at 220, 221. 

; — Co. v. Reichold Chemicals, Inc., 88 F. Supp. 236, (D.N.J. 
950). 

53 198 F.2d 42 (3d Cir. 1952). 

5472 U.S.P.Q. 448 (1935). 

55 Rev. Stat. §§ 4886, 4887, 4923 (1875), as amended, 35 U.S.C. §§ 31, 32, 72 
(1946). Now embodied in 35 U.S.C. §§ 101, 102, 104, 119, 171, 172 (1952). 
Rev. Stat. § 4887 provides in part: “No person otherwise entitled thereto 
shall be debarred from receiving a patent for his invention or discovery, nor 
shall any patent be declared invalid by reason of its having been first patented 
... ina foreign country, unless the application for said foreign patent was filed 
more than twelve months, in cases within the provisions of section 4886 of the 
Revised Statutes, . . . in which case no patent shall be granted in this country.” 
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was relying on a German priority date under Rev. Strat. § 4887; T, 
having moved to dismiss, relied on a United States patent to a third 
party having a British priority date earlier than the German date of 
H. The Commissioner held that Rev. Star. § 4887 did not deal 
with bars to a patent, such bars being found in Rev. Stat. § 4886; 
rather it dealt with the rights of an applicant who had filed earlier 
abroad and hence had no bearing on the rights of another to a pat- 
ent except in an interference proceeding where the two parties are 
claiming the same invention. It was also held that, inasmuch as an 
application filed abroad was evidence of nothing more than knowl- 
edge abroad, Rev. Stat. § 4923 then operated to preclude such evi- 
dence from having any effect except as provided by Rev. Star. § 4887. 
The Commissioner therefore denied a motion to dismiss and ruled 
that only an applicant or a patentee directly entitled to the priority 
date may invoke Rev. Star. § 4887; in other words it is a personal 
privilege available only to the person directly entitled to it. Therefore 
H could rely on his German date, but T could not rely on the Brit- 
ish date of a third party. 

The Supreme Court also had occasion to examine and interpret 
Rev. Star. §§ 4886 and 4923 in the Electric Storage Battery case. 
There the question posed was whether S, a Japanese inventor, could 
show inventive acts performed in Japan in order to carry his inven- 
tion date back of intervening, independent, prior use in this country. 
The Court held that he could. It considered the statutes and their 
historical development at length and found no Congressional intent 
to bar such showing of inventive acts abroad. The Court interpreted 
Rev. Stat. § 4923 as providing that if a domestic patentee believed 
himself to be the first inventor at the time of filing his application, 
then prior foreign use or knowledge should not void his patent unless 
the invention were patented or published prior to his filing date. 
However, if he failed to secure a patent then no such immunity to 
foreign knowledge or use was provided. Thus, the statute was con- 
strued as barring the foreign inventor from showing his foreign inven- 
tive acts to defeat a patent, but not otherwise. 

It was urged that this resulted in a most illogical situation, since 
one accused of infringing a United States patent based on a foreign 
invention could successfully defend on the basis of prior invention if 
he, the accused infringer, had filed for and secured a patent. How- 
ever, if he attempted to dedicate his invention to the public, i.e., by 
public use in this country or a publication, then he would be liable for 
infringement. The Court conceded the lack of logic but suggested it 
had no way of ascertaining whether Congress so intended or not. 


5¢ Electric Storage Battery Co. v. Shimadzu, 307 U.S, 5 (1939). 
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Congress responded to the suggestion and in 1946 enacted in sub- 
stance what now appears as Section 104 of the new Patent Act.** 
It is clear that this Act was a direct outgrowth of the Electric Stor- 
age Battery decision and an expression by Congress that it intended 
no illogical situation; that it did not approve of the interpretation ; 
and lastly that it intended to bar any showing of foreign activity by 
the inventor.** Thus Congress deliberately chose to limit the foreign 
inventor’s privileges to the showing of a foreign filing date—and in 
so doing, clearly emphasized that such privilege was based on reci- 
procity. This action points clearly to the personal nature of the 
priority date privilege. 


VI 
CONCLUSION 


It seems rather clear that the patent policy of this country toward 
applications based on domestic inventions differs sharply from that 
toward applications based on foreign inventions. The status of the 
former is governed by the Milburn rule, now Section 102(e) of the 
Patent Code. The Milburn rule is grounded essentially on the bar 
of prior knowledge in this country raised by Section 102(a) of the 
Patent Code. However, that bar is negatively restricted by the 
phrase “in this country” in Section 102(a) and was positively re- 
stricted by former Rev. Star. § 4923 which excluded knowledge or use 
abroad as a bar. That bar was further extended in 1946 to preclude 
even the inventor himself showing any inventive activity performed 
abroad. Therefore it is submitted that the Milburn rule cannot be 
applied in determining the status of patent disclosures based on inven- 
tions abroad without running counter to the spirit, if not the actual 
letter, of the statutes. Considering the problem from a different per- 
spective, was it the intent of Congress, in enacting Rev. Stat. § 4887 
and its successor code sections, to confer a purely personal privilege 
on the party who files abroad prior to filing here or, alternatively, did 
Congress intend to confer a status on his application that would ren- 
der it in effect a United States application as of its foreign filing date? 
The decisions that have carefully analyzed Rev. Stat. § 4887°* sug- 
gest that the priority statutes were enacted solely for the purpose of 
according protection to foreign inventors on a reciprocal basis; that 

57 35 U.S.C. § 104 (1952). Section 104 is derived from 60 Stat. 943, 35 
U.S.C. §109 (1946), and provides in part: “In proceedings in the Patent 
Office and in the courts, an applicant for a patent, or a patentee, may not estab- 
lish a date of invention by reference to knowledge or use thereof, or other activ- 
yo Pag gg thereto, in a foreign country, except as provided in section 119 


58 H.R. Rep. No. 1948, 79th Cong., 2d Sess. (1946). 
58 Now superseded by 35 U.S.C. §§ 102(d), 119, 172 (1952). 
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is, to extend patent protection to the foreign applicant on the same 
terms as such protection is extended to the United States inventor 
abroad. That the priority right is a personal matter is substantiated 
by the fact that whether the priority date is in fact accorded depends 
on a positive request by the inventor®°—and if he fails to make such 
request and fulfill prescribed conditions the priority date is not ac- 
corded. To take the contrary view would be to make a subsequent 
infringer a potential third party beneficiary of the patentee-grantor 
contract—not only an unintentional beneficiary but quite possibly an 
adverse one as well. 

In essence the question ultimately hinges on what the fundamental 
purpose of our patent system is. It is suggested that such purpose is 
first to promote inventive activity in this country and second to secure 
a full disclosure to the public of the fruits of such activity. The 
means whereby such purpose is to be accomplished is by a reward of 
limited protection. This fundamental purpose requires for its ful- 
fillment a different and more restricted policy toward foreign inven- 
tive activity than that laid down for domestic activity. As earlier 
noted, the legislative pattern is in accord with such divided policy. 

It is therefore suggested that the Milburn rule is at least properly 
applied only to applications as of their filing dates in the United 
States Patent Office. 


It is further suggested that prior inventorship as a bar to a valid 
patent grant or infringement defense is used in the ex parte sense. 
Furthermore, when so used, it refers to prior inventorship as evi- 
denced by prior knowledge and use and hence should be read as 
“prior inventorship in this country” in light of former Rev. Star. 
§ 4923 as carried forward in the 1952 Code. 


Mitton M. PETERSON. 


60 35 U.S.C. §119 (1952). 





RECENT CASES 


ADMIRALTY—DREDGE EMPLOYEES AS SEAMEN OR HARBOR WoRK- 
ERS.—Two employees on a dredge boat operating in the Mississippi 
River were killed as the result of an explosion. The administrators 
of their estates filed libels in district court under the Jones Act, 38 
Stat. 1185 (1915), as amended, 41 Star. 1007 (1920), 46 U.S.C. 
§ 688 (1946), against the respondent-employer for damages for the 
employees’ deaths. At the time of their deaths, the workers had been 
regularly employed by the respondent. Both lived on the dredge, 
eating and sleeping there. Their sole duties were to level the dredged 
gravel as it was taken from the river bottom and loaded upon a barge 
tied alongside, thereby preventing the barge from listing. The dis- 
trict court dismissed the libels on the ground that the decedents were 
not seamen within the Jones Act, but longshoremen and harbor work- 
ers whose remedies were governed exclusively by the Longshoremen’s 
and Harbor Workers’ Act, 44 Start. 1424 (1927), as amended, 62 
Stat. 902 (1948), 33 U.S.C. §§ 901 et seq. (Supp. 1952). On ap- 
peal, held, reversed (one judge dissenting) ; the decedents were sea- 
men within the meaning of the Jones Act. Wilkes v. Mississippi 
River Sand & Gravel Co., 202 F.2d 383 (6th Cir. 1953). 

The maritime law allowed no right of recovery for wrongful death. 
But admiralty courts, in the absence of legislation by Congress, en- 
forced state statutes giving such right of action. Western Fuel Co. 
v. Garcia, 257 U.S. 233 (1921). However, with the passage of the 
Jones Act the provisions of the Federal Employers’ Liability Act, 35 
Stat. 65 (1908), as amended, 45 U.S.C. §§ 51-60 (Supp. 1952), 
were made applicable to seamen. Being a modification of the maritime 
law, the Jones Act operates uniformly within all states, and, there- 
fore, supersedes as to seamen the operation of state statutes on the 
subject. Lindgren v. United States, 281 U.S. 38 (1930). The issue 
in the instant case is whether or not the deceased workers were sea- 
men, thus entitling their administrators to seek recovery under this 
Act for their alleged wrongful deaths. 

A seaman has been defined as one employed upon a vessel, in how- 
ever humble a capacity, whose labors contribute in any degree, how- 
ever slight, to the accomplishment of the object in which the vessel 
is engaged. Saylor v. Taylor, 77 Fed. 476 (4th Cir. 1896). Masters, 
mates, sailors, carpenters, coopers, stewards, cooks, cabin boys, engi- 
neers, firemen, deckhands, musicians, radio operators, switchboard 
operators, waiters—women as well as men—have been held to be 
seamen. 1 BENEDICT, ADMIRALTY 243 (6th ed., Knauth, 1940). A 
seaman has also been defined as one primarily on board to aid the 
vessel in navigation. The Bound Brook, 146 Fed. 160 (D. Mass. 
1906). But aiding in navigation is not limited to putting over the 
helm; it includes duties essential to the other purposes of the vessel. 
It applies to all whose duties contribute to the operation and welfare 
of the vessel on voyage. The Buena Ventura, 243 Fed. 797 (S.D. 
N.Y. 1916). Laborers on a dredge would apparently come within 
the scope of these definitions. Their services are certainly essential 

[ 787 ] 
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to the successful and continuing operation of the vessel. The courts 
have generally so recognized. Pariser v. City of New York, 146 F.2d 
431 (2d Cir. 1945) ; Gahagan Construction Corp. v. Armao, 165 F.2d 
301 (1st Cir. 1948) ; Kibadeaux v. Standard Dredging Co., 81 F.2d 
670 (Sth Cir. 1936) ; Melanson v. Bay State Dredging & Contracting 
Co., 62 F. Supp. 482 (D. Mass. 1943) ; Saylor v. Taylor, supra. But 
see Beddoo v. Smoot Sand & Gravel Corp., 128 F.2d 608 (D.C. Cir. 
1942) and Andersen v. Olympian Dredging Co., 57 F. Supp. 827 
(N.D. Calif. 1944), where in suits under the Jones Act, dredge labor- 
ers were held not to be seamen but harbor workers governed by the 
Longshoremen’s and Harbor Workers’ Act. 

Similarly, the district court in the principal case held that the em- 
ployees were within the class of employees for whom an exclusive 
remedy was provided by the Longshoremen’s and Harbor Workers’ 
Act. That act, passed seven years after the Jones Act, provides a 
remedy in the form of compensation for injury or death occurring to 
an employee while upon navigable waters. By § 5, 33 U.S.C. § 905 
(1946), it is the exclusive remedy against the employer. However, 
at the request of the seamen’s representatives, “seamen” were specifi- 
cally excluded from its coverage by an amendment made prior to its 
passage. As enacted, the words “master or member of a crew of any 
vessel” were substituted for “seamen.” The seamen’s representatives 
maintained that the seamen’s remedies under the Jones Act, of main- 
tenance and cure, and indemnity for unseaworthiness, were more 
desirable. See South Chicago Coal & Dock Co. v. Bassett, 309 U.S. 
251 (1940); Norton v. Warner Co., 321 U.S. 565 (1944). As a 
result, it is apparent that stevedores, to whom the Supreme Court in 
International Stevedoring Co. v. Haverty, 272 U.S. 50 (1926), had 
extended the remedy of the Jones Act, can no longer obtain its bene- 
fits, Obrecht-Lynch Corp. v. Clark, 30 F.2d 144 (D. Md. 1929), and 
the Jones Act would now seem to be limited to those within the tra- 
ditional concept of seamen. 

Since dredge employees, similar to the decedents in the principal 
case, have been traditionally recognized as seamen, Saylor v. Taylor, 
supra, the trial court’s ruling cannot be supported unless the exclu- 
sive provisions of the Longshoremen’s and Harbor Workers’ Act 
have narrowed the category of seamen beyond that formerly recog- 
nized. The courts frequently speak of the Jones Act not in terms 
of seamen, but of master or member of a crew, the language of the 
Longshormen’s and Harbor Workers’ Act. Frankel v. Bethlehem- 
Fairfield Shipyard, Inc., 46 F. Supp. 242 (D. Md. 1942) ; Beddoo v. 
Smoot Sand & Gravel Corp., supra; Andersen v. Olympian Dredge 
Co., supra. However, any inference from this distinction in terms 
that the traditional concept of seamen has been altered by the Long- 
shoremen’s Act seems to be precluded by the Supreme Court’s deci- 
sion in Norton v. Warner Co., supra. In that case the court pointed 
out that the exception of the master and member of a crew from the 
latter act has as broad a meaning as the much quoted and accepted 
definition of a seaman laid down by Judge Hough in the Buena 
Ventura, supra. 

However, there are decisions upholding compensation awards 
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under the Longshoremen’s and Harbor Workers’ Act where it would 
seem that, if the employee had elected, he might have been entitled 
to the remedies of a seaman. See Gulf Oil Corp. v. McManigal, 49 F. 
Supp. 75 (N.D. W.Va. 1943) (award sustained as to a tankerman 
permanently attached to a tank barge plying the Ohio River) ; Rowen 
v. Brown, 61 F. Supp. 858 (W.D. Mich. 1945) (award to a meat 
cutter and general laborer permanently quartered upon a salvage 
barge on the Great Lakes). These cases can be reconciled, perhaps, 
in light of the policy of giving great weight to the findings of the 
compensation commissioner and the reluctance of the courts to set 
aside a compensation award. See Gahagan Construction Corp. v. 
Armao, supra. Furthermore, in each case the court felt bound by the 
Supreme Court’s holding in South Chicago Coal & Dock Co. v. 
Bassett, supra. There the Court upheld a compensation award made 
to a laborer on a fuel lighter whose job was to unload coal from the 
lighter to the vessel being fueled. He was not regularly employed 
upon the vessel and lived ashore at the end of the working day. 
Under the circumstances the Court held that his status was analogous 
to that of a longshoreman and harbor worker. But such an analogy 
does not extend to the workers in the subject action. Although only 
laborers, they had no shoreside connection but were employed by 
the vessel and quartered on board. This distinction was pointed out 
in Maryland Casualty Co. v. Lawson, 94 F.2d 190 (5th Cir. 1938), 
where the court said that longshoremen and harbor workers are em- 
ployed upon a vessel under temporary local employment, but that 
those permanently employed on the vessel are members of her crew 
and do not cease to be such because they are put to the work of a 
longshoreman. See also A. L. Mechling Barge Line v. Bassett, 119 
F.2d 995 (7th Cir. 1941). 

On this basis, the circuit court’s decision in the instant case is 
deemed proper. Dredge employees have long enjoyed the benefits of 
seamen, and any analogy of the deceased workers’ employment to 
that of longshoremen and harbor workers is not supported by a full 
consideration of the facts. As the Supreme Court pointed out in 
Norton v. Warner Co., supra, where Congress has not withheld basic 
maritime rights from a class of employees, judicial or administrative 


construction should not be allowed to restrict the enjoyment of these 
benefits. 


ADMIRALTY—RESUMPTION OF ConTROL OF HoL_ps ONCE SURREN- 
DERED TO STEVEDORE CONTRACTOR.—Libellant, an employee of a steve- 
dore contractor, was injured in an inadequately lighted hold while 
shifting cargo which was left suspended in a cargo sling by an earlier 
shift of the same contractor. (It is implicit in the report of the case 
that the contractor assumed control of the area by virtue of his con- 
tract). It was not contended that the vessel was unseaworthy when 
surrendered to the contractor, but that inspections of the stowage of 
the hold conducted by ship’s officers between shifts restored control 
of the hold to the vessel and imposed responsibility for unseaworthy 
conditions which were the proximate cause of injury. Held, affirmed ; 
the evidence supported a jury finding that the ship’s duty officer knew 
9 
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of the unseaworthy conditions and resumed control of the hold in 
conducting his inspection ; dissent, Swan, C.J., the inspection of the 
hold was solely in exercise of the duty that cargo be stowed for the 
safety of the voyage. Mollica v. Compania Sud-Americana de Vapores 
(Chilean Line), 202 F.2d 25 (2d Cir. 1953). 

In another recent case an employee was injured in a fall through 
an unlighted open hatch. The question of control of the area was 
again critical. Held, proof that the hold was inspected by ship’s of- 
ficers did not reestablish control of the hold in the shipowner. Lopes 
v. American-Hawaiian Steamship Co., 201 F.2d 418 (3d Cir. 1953). 

Although the Longshoremen’s and Harbor Workers’ Compensation 
Act, 44 Strat. 1424 (1927), 33 U.S.C. §§ 901 et seg. (1946), fully 
embraces employees such as those in the instant cases, there is con- 
tinual pressure to obtain direct recovery against shipowners without 
the limitations present in the compensation statute. The decision in 
Seas Shipping Co. v. Sieracki, 328 U.S. 85 (1946), whereby the war- 
ranty of seaworthiness once peculiar to seamen was extended to 
stevedores, opened the way to such recoveries without defining the 
limits of the vessel’s duty. 

While in Lauro v. United States, 162 F.2d 32 (2d Cir. 1947), 
Judge L. Hand was unable to agree with the court’s conclusion that 
the duty of seaworthiness vis a vis a stevedore extended only up to 
the time when the stevedore contractor assumed control, he did not 
reiterate this reservation when the court again announced the prin- 
ciple in Lynch v. United States, 163 F.2d 97 (2d Cir. 1947). The 
principle is now accepted by text writers, at least as to conditions 
caused by the stevedore contractor or his employees. 2 Norris, THE 
LAw oF SEAMEN § 622 (1952). Once control of an area is assumed 
by the stevedore contractor he is responsible for conditions which 
subsequently arise. Osnovitz v. United States, 103 F. Supp. 238 (E.D. 
Pa. 1951) (libellant was injured in tripping over a padeye on deck 
which was not seen because of inadequate lighting; location of the 
padeye held not unseaworthiness and the contractor, having assumed 
control in daylight, was responsible for the inadequacy of the lighting 
which he ordered from ship’s personnel). In the Lynch case, supra, 
it was noted, obiter, that where a ship’s officer saw a condition which 
subsequently resulted in an accident there was no compulsion to cor- 
rect the condition when it was known to be connected with continuing 
work to be done by the contractor. 

The conflicting decisions in the principal cases are of a nature 
which will obscure the borderline of the vessel’s duty defined since 
the Sieracki case, supra. While it does not necessarily follow that the 
result reached in either case is incorrect, it is submitted that in the 
Mollica case the court’s rationale is untenable and proceeds in disre- 
gard of sound shipping practice. 

In the Mollica case the contractor took over a seaworthy hold and 
worked it until 6:15 P.M., when the day shift stopped operations 
leaving a heavy crate wedged atop another. While loading opera- 
tions were suspended the mate with the duty inspected the holds, 
“one by one to see the proper conditions of the stowage of the cargo.” 
202 F.2d at 28 n. 1. The night shift came aboard at 7:00 P. M. to 
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resume loading. Libellant noticed the awry crate and commenced to 
pull out the lower crate with the aid of a dragline to a winch. The 
court found that because of inadequate light the winchman misread 
libellant’s signal and heaved in the dragline faster than the stevedore 
expected. As a result the wedged crate fell on libellant’s foot. 

The court concluded that the inspection made by the mate was a 
resumption of control over the hold which, in view of knowledge that 
loading would continue after dark, required the ship to provide a 
properly lighted hold to the contractor tor the second shift before it 
—_ be said to discharge its duty to provide a seaworthy place of 
work, 

In the Lopez case, the contractor took over a seaworthy hold which 
he covered at the end of the working day to protect the stowed cargo 
from the weather ; hatches below the main deck were left open, since 
the contractor planned to return the next day. From time to time 
during loading and during the night ship’s officers examined the hold 
to “make sure that it was being stowed properly, no pilferage, no 
smoking in the hatches” and that no fires broke out. 201 F.2d at 
419. The vessel was moved to another berth in the morning before 
the contractor and his crew returned aboard. The petitioner was 
injured in going into the yet uncovered hold to get his tools, the 
available lights not having been turned on. Notwithstanding the time 
interval, the repeated inspections during the night, and the movement 
of the vessel, the court recognized that the activities of the ship’s of- 
ficers were directed solely to the safeguarding of the vessel and its 
cargo and did not serve to intrude upon the contractor’s activities. 

Once the ship owner has taken cargo into his care and custody he 
is a bailee and as a common carrier he is liable as an insurer during 
periods of actual carriage. The Propeller Niagara v. Cordes, 21 How. 
7 (U.S. 1858); 1 Benepicr on ApmirALty §§ 92, 93 (6th ed., 
Knauth, 1940). While the Harter Act, 27 Srar. 445 (1893), 46 
U.S.C. §§ 190 et seq. (1946), and the Carriage of Goods by Sea Act, 
49 Stat. 1207 (1936), 46 U.S.C. §§ 1300 et seq. (1946), have served 
to exonerate the vessel from liabilities which theretofore it could not 
contract away, it is settled that the carrier cannot relieve itself of 
liability for improper stowage. International Nav. Co. v. Farr and 
Bailey Mfg. Co., 181 U.S. 218 (1901); 1 BrNenict, op. cit. supra, 
§95. Therefore it is incumbent that the carrier periodically ascer- 
tain that cargo is properly stowed, for he cannot discharge his ulti- 
mate duty by a cursory examination when loading has been completed. 
STEVENS, SHIPPING Practice c. 20 (5th ed. 1946). Further, the 
safety of the vessel remains the paramount duty of the master, and 
the vessel must be protected against effects on its stability by shift- 
ing cargo. GAROCHE, STOWAGE, HANDLING, AND TRANSPORT OF 
Suip Carcors cc. 1, 6 (1941); Turpin & MAacEwEN, MERCHANT 
MariNneE Orfricers’ HANnpBooK p. 8-7 (1950 ed.). 

A decision such as the Mollica case penalizes a ship owner who is 
acting to protect himself as an insurer of cargo and as the owner of 
valuable property after he has discharged his initial duty to provide 
a safe working place. Specialization of functions has rendered neces- 
sary the relinquinshment of control of a hold to a stevedore contrac- 
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tor. There can be no justification for a doctrine by which the owner 
may reacquire control of a hold (and liability for practices over which 
he has no effective regulation) while in the exercise of a phase of ship 
management independent of actual loading. 

It is particularly unfortunate that this court, which has heretofore 
recognized sound limits on the Sieracki doctrine through the concept 
that duty was coextensive with actual control, Lynch v. United States, 
supra, Lauro v. United States, supra, should reach this result. The 
conclusion in the dissent, it appears, would not have foreclosed the 
plaintiff’s recovery but for his failure to contend that the vessel was 
unseaworthy when initially turned over to the contractor. Where 
both the contractor and the owner contemplated from the beginning 
that loading would continue day and night it is logical to charge the 
owner with the initial duty of providing lights to be used when needed. 
It is not sound to bottom liability on a resumption of control so incon- 
sistent with shipping needs and in conflict with shipping practice. 

G. H. P. B 


Discovery UNDER FEDERAL Tort Ciaims Act—PRIVILEGE FOR 
DEFENSE SECRETS UPHELD WITHOUT REQUIRING DiIscLosuRE.— 
Plaintiffs’ decedents were killed in the crash of an Air Force bomber 
on an experimental test flight on which deceased were serving as 
civilian observers. In a suit against the Government, plaintiffs 
moved for discovery of the official accident investigation report and 
written statements of the survivors taken shortly after the accident. 
Although offering to produce the survivors and permit them to testify 
about anything other than classified or privileged matter, the head 
of the Department of the Air Force informed the district judge that 
the material could not be made available without prejudice to national 
security, improvement of safety in flying and development of very 
technical and secret military apparatus. After finding “good cause” 
within the provisions of Frep. R. Civ. P. 34, the court concluded that 
existence of the privilege required a judicial determination, and that 
refusal to comply with its order justified holding negligence estab- 
lished on disputed facts under the authority of Frep. R. Civ. P. 
37(b)(2)(i). Judgment in plaintiffs’ favor, 10 F.R.D. 468 (E.D. 
Pa. 1951), being affirmed on appeal, 192 F.2d 987 (3d Cir. 1951), 
the result of review on certiorari hinged upon whether assertion of 
the privilege would suffice under the circumstances. Held, reversed; 
where necessity for production of classified Government material is 
somewhat uncertain, a formal claim of privilege by a department head 
on the grounds of national security prevents examination by the court, 
and in such a case no penalty can be attached to the withholding of 
the documents. United States v. Reynolds, 345 U.S. 1 (1953). 

The action of the district court in presuming negligence against the 
Government was said by plaintiffs to be authorized by Fen. R. Civ. 
P. 37b. This argument does not recognize the fact that this rule 
must be read in the light of Fev. R. Crv. P. 34 which prevents dis- 
covery of privileged evidence. 

The requirement of Fep. R. Civ. P. 34 that “good cause” be shown 
is strictly construed in these cases to prevent harrassment of Gov- 
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ernment agencies and any undue interference with the efficient opera- 
tion of the administrative organization. Generally, as against the 
Government, good cause must be founded on clear necessity, such as 
a strong indication that the information sought is in the complete 
control of the Government, or that it is highly difficult, if not impos- 
sible, to obtain it elsewhere. Evans v. United States, 10 F. R. D. 
255, 258 (W.D. La. 1950). In the instant case, plaintiffs argued 
that the memory of the witnesses was not fresh, since 18 months had 
elapsed, and that the only reliable evidence would be the aircraft acci- 
dent investigation report. This, however, was evaluated as “dubious 
necessity” because of failure to determine what could be learned from 
the survivors. 

Government privilege is usually pleaded on the basis of (1) spe- 
cific statutory immunity, (2) state secrets, military or diplomatic, 
considered as protected by the sovereign common law privilege, or 
(3) public interest. The latter has sometimes been termed the 
“housekeeping” privilege, in that it is grounded on the premise that 
disclosure in a given case would hamper performance by a Govern- 
ment agency of its greater duty to serve the overall public interest. 

Specific statutory immunity against disclosure has been given to 
income tax returns. 53 Stat. 29 (1939), as amended, 55 Stat. 722 
(1941), 26 U.S.C. §55 (1946). In certain cases the heads of execu- 
tive departments can, at their discretion, refuse requests of the Court 
of Claims for particular records. 28 U.S.C. $2207 (Supp. 1952). 


The Civil Aeronautics Board and the Interstate Commerce Commis- 
sion can also withhold reports of accident investigations. 52 Srar. 


1013 (1938), 49 U.S.C. § 581 (1946) (aircraft accidents) ; 36 Star. 
351 (1910), 45 U.S.C. § 41 (1946) (railroad accident reports) ; 36 
Stat. 916 (1911), as amended, 45 U.S.C. § 33 (1946) (railroad 
boiler accident reports) ; 54 Strat. 927 (1940), 49 U.S.C. § 320(f) 
(1946) (motor carrier accident reports). 

It has been urged upon the courts that Rev. Strat. § 161 (1875), 
5 U.S.C. §22 (1946), gives a general statutory immunity to the 
documents of a Government agency whenever it has promulgated 
regulations prohibiting disclosure. This statute provides that the 
“head of each department is authorized to prescribe regulations, not 
inconsistent with law, for . . . the custody, use, and preservation of 
the records, papers and property appertaining to it.” The express 
requirement as to regulations promulgated not being inconsistent 
with law, has been interpreted to mean that no new privilege exists, 
and the Supreme Court apparently accepts this view in the instant 
case. 

When the Government is subject to action by reason of statute, dis- 
covery may be available. This is now true in tort and admiralty cases, 
and to a certain extent in contract. Where the Government is plain- 
tiff in a civil regulatory suit or is prosecuting a criminal case, it is 
often said that it has waived any privilege not founded on a clear and 
convincing stipulation of national security or overriding public inter- 
est. This doctrine of waiver, while often a fiction, may serve a useful 
purpose in terms of fairness and justice. Bowman Dairy v. United 
States, 341 U.S. 214 (1951) (criminal case under Sherman Act) ; 
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United States v. Cotton Valley Operators Committee, 9 F.R.D. 719 
(W.D. La. 1949), aff'd per curiam, 339 U.S. 940 (1950) (anti-trust 
suit dismissed when Government failed to produce FBI document) ; 
United States v. Grayson, 166 F.2d 863 (2d Cir. 1948) (mail fraud) ; 
United States v. Beckman, 155 F.2d 580 (2d Cir. 1946) (price con- 
trol) ; United States v. Andolschek, 142 F.2d 503 (2d Cir. 1944) 
(criminal prosecution) ; United States v. General Motors Corp., 2 
F.R.D. 528 (N.D. Ill. 1942) (anti-trust). 

The case law on non-statutory Government privilege does not lend 
itself to the establishment of clear-cut rules. In the final analysis, 
the decisions are based on a weighing of what justice demands in the 
individual case and the interests involved in protecting national secur- 
ity or matters of lesser importance. There are, however, certain con- 
siderations of value in predicting the outcome of a given case. For 
example, the privilege cannot be claimed by a private party, and it 
cannot be waived by a party other than the Government. It has been 
held that a discovery order for Government documents is not proper 
when the Government is not a party to the suit, Federal Life Insur- 
ance Co. v. Holod, 29 F. Supp. 852 (M.D. Pa. 1939) ; and the Gov- 
ernment may intervene to defend against disclosure where copies of 
documents containing military secrets are held by a private party. 
Pollen v. Ford Instrument Co., 26 F. Supp. 583 (E.D.N.Y. 1939). 

Another consideration is whether the discovery order is to be 
directed at an employee of a Government agency or at the head of 
the department. Contempt will not lie against a Government em- 
ployee refusing to submit a document when he is acting pursuant to 
an authorized regulation of his department. United States ex rel. 
Touhy v. Ragen, 340 U.S. 462 (1951). Ordinarily the question of 
whether the department head could withhold the documents is not 
involved. 

A basic question of policy relates to the weight to be given a claim 
of privilege by the department head. The Supreme Court here com- 
pares the situation to that of the privilege against self-incrimination, 
where the court must determine what circumstances are sufficient, 
and yet not force a disclosure of the very thing the privilege is de- 
signed to protect. No one could logically argue that the judiciary 
would be less mindful of the national security or public interest than 
would members of the executive branch. Nevertheless, the expertise 
of many of the administrative departments makes them better quali- 
fied to decide technical questions. For example, it would be very 
difficult for a judge, even after an extensive briefing on the subject 
of atomic weapons, to make fine distinctions between that information 
on nuclear reaction which can be safely publicized and that which 
would aid and abet the enemy. The English view is that the execu- 
tive determines whether a document is privileged on the grounds of 
military security, provided such determination results from the per- 
sonal consideration of the head of the department. Duncan v. Cam- 
mell, Laird & Co. [1942] A. C. 624. 

However, the Supreme Court did not pass on the contention that 
documents could be withheld if deemed to be necessary in the public 
interest. In other areas, the claim of Governmental privilege in the 
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public interest has been allowed. Thus, it is well established that Gov- 
ernment agencies often cannot be compelled to reveal the identity of 
informers or even the communications made, where such revelation 
would be to the detriment of future investigations in the public inter- 
est and in furtherance of national security. United States v. Kohler 
Co., 9 F.R.D. 289 (E.D. Pa. 1949). Where reports from citizens 
are required by compulsion of statute, such as in tax or selective 
service matters, they are often declared to be privileged, whether or 
not there is a protective statute. This is based on the rationale that 
full and frank disclosure will be facilitated where persons submitting 
reports are assured that they will be held in confidence. Much the 
same situation obtains in preparing reports on an aircraft accident 
where the prevention of future accidents is considered by the Air 
Force to be more important than determining liability in a particular 
case. If reports are not considered privileged, investigators might be 
induced to make cursory investigations in order that grounds for 
Government liability in a civil action not be uncovered. This is the 
primary reason behind the privilege granted by statute to accident 
reports of the Civil Aeronautics Board and the Interstate Commerce 
Commission, supra. See Simpson, Use of Aircraft Accident Investi- 
gation Information in Actions for Damages, 17 J. Arr L. & Com. 283 
(1950). However, a decision on a case not involving national secur- 
ity or an Act of Congress is required before it can be unequivocally 
stated that military aircraft accident reports are immune from dis- 
covery. \. &. 3 


Estate TAX—INSURANCE Po_icy—INcLUSION In Gross EsTATE. 
—Taxpayers, beneficiaries of a life insurance policy, brought suit 
against the collector of internal revenue to recover overpayment of 
estate taxes. In 1935, about seven years before her death, decedent 
had entered into two contracts with an insurance company. One, in 
the form of an annuity policy, provided that in consideration of a 
single premium of $22,602.96 the insurance company would pay her 
$1,618.03 annually until her death. The other was a life insurance 
policy, which provided that in consideration of a single premium of 
$53,717.04 the company would pay to the named beneficiaries, who 
are the plaintiffs in this action, the sum of $72,000.00 upon the death 
of the insured. Neither policy made any reference to the other, but 
the life insurance policy would not have been issued unless decedent 
had also bought the annuity, because she was not an insurable risk. 
Decedent immediately transferred all incidents of ownership in the 
life insurance policy to the beneficiaries named therein and paid the 
gift tax on the value of the policy transferred. The district court 
granted taxpayers’ motion for judgment on the pleadings and the 
commissioner appealed. Held, affirmed; decedent had completely di- 
vested herself of any interest in the life insurance policy; she did 
nothing to bring herself within the transfers made taxable by the 
Internal Revenue Code by retention of any interest or possibility of 
reverter. Bohnen v. Harrison, 199 F.2d 492 (7th Cir. 1952). 

A related problem was presented to the Supreme Court in the case 
of Helvering v. Le Gierse, 312 U.S. 531 (1941). In that case there 
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had been no assignment of the insurance policy and the question was 
whether the proceeds of the policy were amounts “receivable as in- 
surance” so as to qualify for the $40,000.00 deduction allowable under 
the inheritance tax law in effect at that time. The Court decided 
that the effect of the annuity-life insurance combination was to 
eliminate any “insurance risk”; that the two contracts must be con- 
sidered together; that one offset the other; and, therefore, since 
there was no insurance risk, the proceeds could not be considered 
as “insurance” proceeds but rather as a mere transfer of property 
taking effect in possession or enjoyment at or after death. This was 
the extent of the Court’s holding. 

The result of the above decision was that the property was not 
included in decedent’s estate as proceeds of insurance, $40,000 of 
which would have been tax exempt, but was included as part of the 
taxable estate of decedent under the Revenue Act of 1926, § 302(c), 
44 Stat. 70 (1926), as amended, Revenue Act of 1932, § 803(a), 
47 Stat. 279 (1932). This decision is particularly important in the 
light of subsequent provisions of the Internal Revenue Code. In 
October 1942 a tax provision became effective which treats as part 
of the taxable estate of a decedent the proceeds of any insurance 
policies on which decedent had paid the premiums or in which 
decedent possessed any incidents of ownership at the time of his 
death. Int. Rev. Cope § 811(g). 

The question might arise as to whether or not the Le Gierse holding 
with respect to the purchase of an annuity-life insurance policy combi- 
nation would preclude the application of the “payment of premiums” 
test to the proceeds of the insurance policy. If the payment of 
premiums test applies, then the principal case has no application 
to arrangements of this type made since October 21, 1942. If, on 
the other hand, such a combination does not constitute insurance 
within the meaning of § 811(g), there is still the possibility of tax- 
ation under Int. Rev. Cope § 811(c)(1)(B), as a transfer intended 
to take effect in possession or enjoyment at or after death. 

On facts identical with those involved in the instant case, the second 
circuit required inclusion of the proceeds in the gross estate under 
§ 811(c)(1)(B). Burr v. Commissioner, 156 F.2d 871 (2d Cir. 
1946). There the court relied on Helvering v. Le Gierse, supra, fol- 
lowing the Supreme Court’s theory that the two contracts must be 
considered together and deducing that they form, not insurance, but 
a single “investment program.” Once this conclusion was reached 
the court regarded it as elementary that decedent had in effect as- 
signed the remainder of his “investment program” and retained the 
use of the income therefrom during his lifetime. 

The court in the instant case specifically rejected the Burr decision 
and proceeded on the theory that the two contracts constituted in- 
dependent units and were in fact two pieces of property even though 
together they may have formed one investment program. Conse- 
quently, when the insured transferred all of her interest in the in- 
surance policy, she divested herself of ownership of that unit of the 
program and that policy cannot be treated as her property so as to 
form part of her taxable estate. The court further indicated that 
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the Supreme Court in deciding the Le Gierse case did not intend to 
determine the effect of an assignment such as is involved in the 
11948) case. See Goldstone v. United States, 325 U.S. 687, 693 

The two circuit court decisions are in direct opposition. The 
Bohnen case would limit the Le Gierse decision to its specific facts, 
while the Burr case attempts to extend its scope to a situation which 
the Court did not consider. 

There is merit to the argument on either side. Perhaps the 
strongest argument in support of the Burr case is that which the 
Board of Tax Appeals employed in Cora C. Reynolds v. Commis- 
sioner, 45 B.T.A. 44 (1941), where in the same factual situation the 
board stated that if it were possible for a decedent by means of an- 
ticipatory arrangements, however skillfully devised, to sever a life 
interest from the remainder and to dispose irrevocably of the latter 
while retaining the former until death, the purpose of the provision 
of the tax regulations against this practice would be completely 
stultified. 

However, in order to conclude that the proceeds are taxable as 
part of his estate, the basic premise must be assumed that it is, in 
truth, a remainder which passes to the beneficiaries. But whether or 
not it is a remainder may be questioned. By its very definition a 
remainder is an interest which is subject to a particular estate and 
which can only be enjoyed upon the regular termination of the 
preceding estate. This is not the situation in the instant case. Here 
there is no interrelation between the annuity proceeds and the life 
insurance policy, except the requirement that they be bought simul- 
taneously. The enjoyment of the policy can be attained by the bene- 
ficiaries at any time, regardless of the status of the annuity, simply 
by surrendering the policy for its cash value. The fact that the 
beneficiaries have not done so is of no legal significance so long as 
enjoyment of the proceeds is not dependent on the termination of 
the annuity income. Thus, since the life insurance proceeds are not 
a remainder, the ground on which the second circuit relied in the Burr 
case is unsound in principle. 

The Bohnen case is distinguishable from the Le Gierse case in one 
fundamental point—the assignment of the insurance policy. If the 
insurance policy were not assigned the Court could only find, as it 
did, since it was not “insurance,” that the proceeds were a transfer 
taking effect at death. But the fact that the transfer might be made 
to take effect at death does not defeat the possibility of its being 
effectively transferred during life. 

It is submitted that the Supreme Court should interpret the tax 
regulations in favor of the taxpayer on any issue which is not specific- 
ally or impliedly included therein. This should be especially true 
in cases where a particular taxsaving device has been called to the 
attention of the taxing authority, as was the present situation by 
the Le Gierse case and the Goldstone case. Therefore, since the 
property in question was irrevocably transferred by decedent during 
her life and she has retained no interest in it which passes at her 
death, it is not included in the terms of the tax regulations and it 
should not be taxable as part of her estate. J. W.N., Jr. 
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Lasor Law—Conviction Unper Hosss “ANTI-RACKETEERING 
Act.”—The defendant was convicted under § 5 of the so-called Hobbs 
“Anti-Racketeering Act,” 18 U.S.C. § 420d (1946). Defendant, the 
business agent for a local truck drivers and helpers union, approached 
a driver for an out-of-town trucking firm who had unloaded nearly 
all of his truck’s contents at a consignee’s terminal and after determin- 
ing that the driver was not a union member told him that he must 
put a union helper on the truck to unload. When asked why, he 
replied that the union rules required it. He told the driver that he 
would have to pay a day’s wages for a man. There was evidence 
that the defendant threatened the driver and that he let the air out 
of the front tires of the truck involved. Section 5 of the Act provides: 
“Whoever commits or threatens physical violence to any person or 
property in furtherance of a plan or purpose to do anything in viola- 
tion of section 420a of this title shall be guilty of a felony.” 18 U.S.C. 
§ 420d (1946). Section 2 provides: “Whoever in any way or degree 
obstructs, delays, or affects commerce, or the movement of any article 
or commodity in commerce, by robbery or extortion, shall be guilty of 
a felony.” 18 U.S.C. § 420a (1946). Section 1 defines extortion as 
“the obtaining of property from another, with his consent, induced by 
wrongful use of actual or threatened force, violence or fear. . . .” 
18 U.S.C. § 420e-1 (c) (1946). Although requested by the defend- 
ant, no instruction was given to the jury with respect to criminal in- 
tent. Held, affirming the conviction, the defendant’s acts of attempt- 
ing to enforce the payment of money for imposed, unwanted and 
superfluous services by violent obstruction of commerce are within the 
language of the Act (three judges dissenting). United States v. 
Kemble, 198 F.2d 889 (3d Cir.), cert. denied, 344 U.S. 893 (1952). 

The original “Anti-Racketeering Act” of 1934, 48 Star. 979 
(1934), proscribed, among other things, the use of threats to obtain 
“the payment of money . . . not including, however, the payment of 
wages by a bona-fide employer to a bona-fide employee.” The Supreme 
Court in United States v. Local 807, 315 U.S. 521 (1942) interpreted 
this section to mean that an outsider who attempts unsuccessfully by 
violent means to achieve the status of an employee and to secure 
wages for services falls within the exception. The Supreme Court 
further held that if outsiders agree to offer their services to an em- 
ployer and to work if he accepts their offer, but to require that he 
should pay an amount equivalent to the prevailing union wage even 
if he rejects their services, their conduct falls within the exception. 

The only substantive change made by the 1946 Act was to eliminate 
this exception. This is the first case in which the 1946 amendatory 
reenactment has been interpreted by an appellate court. The legis- 
lative history of the 1946 Act clearly indicates that it was directed 
at the practice of certain teamsters’ locals of requiring the payment 
of a fee for all trucks entering their territory when driven by one 
not a member of that local. 91 Conc. Rec. 11841-11848, 11899- 
11922 (1945). Joseph B. Eastman, Director of the Office of De- 
fense Mobilization, was reported by Congressman Hobbs as stating 
that his investigators revealed that during World War II over 1,000 
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trucks a night were required to pay for workers which they did not 
use. 91 Conc. Rec. 11912 (1945). 

It is equally clear that the Act was not directed at any of the 
then existing legitimate activities of labor. All rights of labor under 
the existing labor laws were specifically preserved by Title II of 
the Act. 

The majority opinion in the principal case, while recognizing the 
right of a labor organization to carry out its legitimate objectives, 
would draw the line when the payments sought are for imposed, un- 
wanted and superflous services. This holding appears consistent 
with the provisions of the Taft-Hartley Act providing that an attempt 
to cause an employer to pay money for services which are not per- 
formed or not to be performed constitutes an unfair labor practice. 
61 Stat. 142 (1947), 29 U.S.C. § 158b(6) (Supp. 1952). How- 
ever, this provision was interpreted to mean that unneeded and un- 
wanted services actually performed do not constitute a violation of 
that Act. National Labor Relations Board v. Gamble Enterprises, 
Inc., 345 U.S. 117 (1953); American Newspaper Publishers Ass'n 
v. National Labor Relations Board, 345 U.S. 100 (1953). 

McLaughlin, J., dissented on the ground that the legislative history 
indicated that the Act was directed at situations where the services 
had not been offered or had been tendered and rejected, but where 
the union still required the employer to pay the equivalent of the 
prevailing union wage. He argued that the record revealed only that 
the defendant was attempting to obtain employment of a competent 
union helper by the trucker to do the unloading and that in the 
coarse of the episode there were threats made by the defendant. 
On the basis that this constitutes a mere labor dispute and not an 
attempted extortion, he voted for acquittal. 

Staley and Biggs, JJ., dissented on the grounds that the intent to 
seek employment, even though accompanied by violence or threats 
of violence, was not the kind of criminal state of mind Congress in- 
tended to punish under the Act. They would leave the question 
of intent to the jury under proper instructions. 

It is submitted that more than an interference with commerce 
through the use of threats should be required to constitute a violation 
of the Act. The Act proscribes the use of threats in furtherance of a 
plan to obstruct commerce by extortion. When Congress uses terms 
already well defined in the common law and statutory law of the 
states, it will be presumed to have intended that the courts apply 
the commonly accepted requirements with respect to criminal intent. 
Morissette v. United States, 342 U.S. 246, 263 (1952). The Act itself 
does not disclose that the Congress intended to eliminate the criminal 
intent required in the crime of extortion and Congressman Hobbs, by 
his remarks during the debate on the measure, indicated that Congress 
intended that extortion should have its generally accepted meaning 
in the criminal law. 91 Conc. Rec. 11900 (1945). 

It would seem, therefore, that the requisite criminal intent required 
of the crime of extortion should be one of the elements of a violation 
of the Act. By upholding the lower court’s refusal to instruct the 
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jury as to intent, the court in the principal case has dispensed with 
an essential element of the crime and has opened the way for a possible 
interference with labor’s legitimate activity through prosecutions un- 
der this Act any time threats of violence in otherwise legitimate labor 
disputes interfere with commerce. 

It is interesting to note that the court in the principal case enter- 
tained no doubt that the defendant’s acts had constituted a threat of 
violence to the truck driver, but split on the question of the defendant’s 
intent when the threats were made; whereas the Department of 
Justice has justified its refusal to prosecute most of the complaints 
received on the grounds that extortion could not be proved because 
the conduct complained of did not constitute threats of violence as 
required by the Act. See Report Number 8 of the House Committee 
on Education and Labor, 80th Cong. 2d Sess. 12-16 (1948). It is 
felt that the court’s sustaining the conviction in the principal case will 
prompt the Department of Justice to press additional prosecutions of 
this nature. W. A. G. 


PATENTS—INFRINGEMENT ACTION AGAINST UNITED STATES— 
ANTICIPATORY REFERENCE AFTER JUDGMENT FOR PATENTEE.—Plain- 
tiff, a patentee, received a judgment in the Court of Claims against 
the United States for the infringement of his patent. Crook v. 
United States, 84 F. Supp. 173 (Ct. Cl. 1949). The case was then 
referred to a commissioner of the Court of Claims to take proof on 
the amount of compensation to which the plaintiff was entitled. With- 
in two years after this judgment, the United States moved for a new 
trial, authorized by 28 U.S.C. § 2515(b) (Supp. 1952), on the basis 
of a newly-discovered British patent and publication. The motion 
was granted, and a new trial was conducted. Held, in view of this 
newly-discovered evidence, the plaintiff’s patent was invalid as having 
peo anticipated. Crook v. United States 108 F. Supp. 598 (Ct. Cl. 

is 

Section 2515(b), supra, by which the Government obtained this 
new trial, grants to the United States a new trial within two years 
after the final disposition of a suit upon satisfactory evidence that any 
fraud, wrong, or injustice has been done the United States. There 
was no fraud involved in the present case; therefore the new trial 
must have been granted on the ground that failure to consider the 
new references as anticipatory would be “wrong” or “unjust” within 
§ 2515(b). 

The Court of Claims has had occasion to evaluate “wrong, or in- 
justice” in several instances since the Rev. Stat. § 1088 (1868), the 
forerunner of § 2515, supra, was enacted. In Pocono Pines Hotels 
Co. v. United States, 73 Ct. Cl. 447 (1932), on which the plaintiff 
in the instant case particularly relied, the Government attorneys re- 
garded a judgment against the United States to be unsound in law, 
and were requesting a new trial, even though an appeal to the Su- 
preme Court was available. The Court of Claims reviewed its au- 
thority to grant a new trial under old § 175 of the Judicial Code, of 
which § 2515, supra, is a comparatively recent reenactment, and re- 
fused the request. The court stated that it has never hesitated to 
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allow a motion for a new trial under § 2515, supra, when the facts 
disclosed that a legal injustice had been done the Government. New 
trials have also been denied where defense counsel held back evi- 
dence they could have produced, Child v. United States, 6 Ct. Cl. 44 
(1870), when the new defense was purely technical, Ford v. United 
States, 18 Ct. Cl. 62 (1883), where no injustice to the United States 
could be established beyond a reasonable doubt, Gorham v. United 
States, 29 Ct. Cl. 97 (1894), when the judgment had been wholly in 
favor of the United States, Monroe v. United States, 37 Ct. Cl. 79 
(1901), and where correction of alleged errors of fact would not 
obviously bring about a different result, Arman v. United States, 
48 Ct. Cl. 376 (1913). 

New trials have been granted to the United States under this stat- 
ute, however, where it was discovered that the claimant had been 
disloyal to the United States, Tait v. United States, 5 Ct. Cl. 638 
(1869), when affidavits filed after judgment brought out new infor- 
mation, Douglas v. United States, 11 Ct. Cl. 655 (1875), where evi- 
dence was discovered that lessened a claimant’s damages, Purcell 
Envelope Co. v. United States, 48 Ct. Cl. 66 (1913), and where evi- 
dence was revealed by patentee concerning the effect of his patent, 
Electric Boat Co. v. United States, 55 Ct. Cl. 497 (1920). From the 
foregoing cases one can see that the court’s interpretation of “injus- 
tice to the United States” in the instant case was liberal. 

With regard to new trials granted in patent cases, Pratt v. United 
States, 43 F. Supp. 461 (Ct. Cl. 1942), is a case strikingly similar 
to the instant one. In a previous trial, Pratt v. United States, 85 Ct. 
Cl. 1 (1937), cert. denied, 302 U.S. 750 (1937), the Court of Claims 
had held Pratt’s patent to be valid and infringed by the United States. 
Government attorneys subsequently discovered British references 
which were deemed anticipatory of the patentee’s device. A motion 
for a new trial was granted and in the resulting second trial the pat- 
entee’s claims were held invalid and his petition was dismissed. 

Both the Pratt and the instant case would seem to indicate that 
new trials will be granted to the Government in the Court of Claims 
when such an “injustice” as the discovery of a new reference by the 
Government attorneys occurs after the termination of the infringe- 
ment suit. The possibility of the patentee’s having to retry his case 
is therefore a very real hazard. Unlike an appeal, where the trial 
court record is used by the appellate court, in a retrial the plaintiff 
must prepare his case anew, and must prepare a defense against the 
defendant’s new reference or references. The precedent of the Pratt 
and instant cases should make a patentee who had obtained a judg- 
ment against the United States feel insecure for the two years follow- 
ing his judgment. 

The new codification of the patent law, in effect since Jan. 1, 1953, 
does not appear to alleviate this possible hardship to the patentee. 
The Court of Claims is specifically mentioned in § 282 of the new 
Act, 35 U.S.C. § 282 (1952), but since present practice is not thereby 
altered, this section contributes nothing toward the prevention of a 
recurrence of these “second trials.” Section 282, supra, exempts the 
United States from having to plead state of the art references thirty 
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days before trial in the Court of Claims. But state of the art refer- 
ences, unlike anticipatory references, are used merely to show the 
general level of attainment in a certain field of endeavor. A thirty- 
day notice of anticipatory references is required by § 282, supra, but 
this would not affect motions for a new trial under § 2515, supra. A 
new trial obtained under § 2515 would almost certainly take place 
more than thirty days after plaintiff had received notice of the new 
reference relied upon by means of defendant’s motion for the new 
trial. 

The only change regarding the time of pleadings of references that 
is embodied in the new patent Act occurs in district court procedure. 
There, these state of the art references no longer may be brought 
forth during a trial but must be pleaded thirty days before trial. 

The complaint of infringement in the instant case was filed during 
the wartime era, i.e. 1943, when a complete international search was 
difficult and our allies were unable to materially assist our Govern- 
ment in patent searches, but this fact would seem to be of little weight 
in view of the Pratt case. It is submitted that if the trend indicated 
by these two cases should continue, it would condone a cursory pre- 
liminary validity search on the part of the Government attorneys at 
the expense of the patentee’s assurance of recovery under a judgment 
against the United States. » & &. 


PATENTS—INFRINGEMENT ACTION AGAINST UNITED STATES— 
STATUTE OF LIMITATIONS UNDER TITLE 35.—The patent sued upon 
issued May 25, 1942, on a pump which was allegedly included in fire 
extinguishers contracted for to specification and purchased by the 
United States the following year. The last of the deliveries to and 
payments from the United States for the extinguishers were made 
September 14, 1943. Plaintiff in his petition before the Court of 
Claims, January 26, 1950, sought recovery for the infringement when 
the extinguishers were purchased and for their later use. Defend- 
ant’s motion for summary judgment was denied. Gage v. United 
States, 101 F. Supp. 765 (Ct. Cl. 1952). On rehearing, plaintiff’s 
petition was dismissed on grounds that the Government would have 
been liable only for the initial infringement, i.e., the purchase, since 
on the theory of eminent domain there is no liability for the later use 
of the invention, and the remedy for the initial infringement was 
barred by the statute of limitations under Rev. Stat. 4921 (1897), 35 
U.S.C. §70 (1946). Gage v. United States, 103 F. Supp. 1022 (Ct. 
Cl. 1952), cert. denied, 344 U.S. 829 (1952). Plaintiff moved to 
have the judgment set aside on the ground that his remedy was not 
barred by the new statute of limitations under the Patent Act of 1952, 
35 U.S.C. § 286 (1952). Held, motion overruled; there was no indi- 
cation that the new Patent Act was intended to apply to a suit in 
which judgment had already been rendered before the passage of the 
Act. Gage v. United States, 96 U.S.P.Q. 188 (Ct. Cl. 1953). 

Plaintiff relied for recovery on § 286 of the new Act. This section 
provides that the statute of limitations in an infringement suit against 
the United States shall in effect be tolled for the period during which 
the injured party shall have a claim pending before any administrative 





f 
1 
l 
$ 
4 
P 
S 
5 


RECENT CASES 803 


agency. Plaintiff’s petition filed January 26, 1950, sets forth the 
facts concerning the pendency of his claim in administrative proceed- 
ings as provided for in 56 Star. 1014 (1942), 35 U.S.C. $91 (1946). 
A letter from the Army Judge Advocate General Corps acknowledges 
the pendency of the claim irom September 16, 1946, until its final 
refusal on August 23, 1949. Thus, if 35 U.S.C. § 286 (1952) were 
applicable to the period when the administrative claim process was 
taking place, the remedy for infringement alleged in plaintiff’s peti- 
tion of January 26, 1950, would not have been barred. 

There is little information from which to construe the legislative 
intent as to the scope of application of § 286. The provision in ques- 
tion was not a part of the initial bill to enact Title 35 of the United 
States Code into law. Hearings Before Subcommittee No. 3 of the 
Committee on the Judiciary on H.R. 3760, 82d Cong., 1st Sess. 14 
(1951). The provision was suggested in the committee hearings by 
Captain George N. Robillard, appearing for the Department of De- 
fense, and was later adopted substantially as suggested. Hearings, 
supra, at 79. Captain Robillard’s testimony accompanying his sug- 
gested addition clearly indicates that the purpose of the section is to 
encourage claimants to proceed administratively so as to reduce the 
over-all cost of determining the existence of Government liability. 
The possibility of having a part or all of a patentee’s claims barred 
by the statute of limitations because of the time lost in proceeding 
administratively has discouraged claimants from waiting for a final 
administrative determination before filing suit. It may be assumed 
that Congress, in adopting the provision, intended to liberalize the 
statute of limitations as to claims against the Government in order to 
generally facilitate the claim settling procedure. It is interesting to 
note in connection with Captain Robillard’s recognition of the dis- 
couragements in using the administrative settlement process that the 
plaintiff’s claim for damages under such process was pending for 
more than two years and eleven months. The final refusal came only 
after the statute of limitations had run on the bulk of the acts for 
which recovery was being claimed. 

There is no legislative history to aid in the interpretation of Src- 
TION 4(a), 35 U.S.C. (1952), relative to the applicability of the Act 
to cases arising before the effective date of the Act. SrcrTIoNn 4(a) 
provides that the Act shall apply to unexpired patents granted prior 
to such date except as otherwise provided. It does not appear from 
the other sections of the Act that the retroactive application of § 286, 
providing for the increased limitation period, is precluded except as 
the section repealing the existing statutes may provide. The repeal 
provision, Section 5, 35 U.S.C. (1952), provides that any rights or 
liabilities now existing under such sections or parts thereof shall not 
be affected by this repeal. In interpreting Sections 4(a) and 5 to- 
gether, the applicability of the new limitation period to cases arising 
prior to the effective date of the Act should be decided on the basis 
of whether or not the Government or the plaintiff had a right or a 
liability which would be disturbed by repealing the six-year limitation 
period and applying the new limitation period. 

It is well recognized that the Federal Government is immune from 
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suit unless consent is given by legislative enactment. United States 
v. Sherwood, 312 U.S. 584 (1941). Thus, in the absence of a waiver 
of this sovereign immunity, no individual has a right of suit against 
the Federal Government nor is the Federal Government liable to that 
individual. Previous to the enactment of the new Patent Act, the Fed- 
eral Government did not extend this waiver of immunity to claims for 
patent infringement which were not brought within six years. Rev. 
Stat. 4921 (1897), 35 U.S.C. § 70 (1946). The new Act withdrew 
this immunity and extended the privilege of suit to a new set of condi- 
tions. It is well settled that the United States may create rights in 
individuals against itself and provide administrative and legal reme- 
dies. Tutun v. United States, 270 U.S. 568 (1926). The repeal of the 
old law, accomplished by Section 5, did not create the right in the 
plaintiff or liability in the defendant; it was the new Act in waiving 
the immunity of the Federal Government from suit which created the 
right. 

Therefore, it is apparent that the repeal section, Section 5, does 
not affect the application to the instant case of SEcTIoN 4(a), which 
provides that the new Act should apply to unexpired patents. The 
application of § 286 to plaintiff’s case would in effect extend the six- 
year statute of limitations an additional two years and eleven months 
since that was the period of pendency of his administrative claim. 
Thus, since plaintiff filed his petition in the Court of Claims January 
26, 1950, only six years and ten months after the initial infringe- 
ment, he had apparently complied with the condition under which the 
privilege of suit against the Federal Government has been extended. 

As to the effect of the judgment having been rendered prior to 
passage of the Act, there is no indication that the Federal Govern- 
ment’s grant of the privilege to sue was conditioned upon there not 
having been an attempted recovery before the grant was made. Plain- 
tiff’s patent was unexpired; there had been alleged infringement by 
the Federal Government, and his petition was filed within the time 
now specified by § 286. The terms of 35 U.S.C. (1952) provide no 
basis for the court’s conclusion that § 286 was not to be applied retro- 
actively ; on the contrary, SECTION 4(a) suggests that the only re- 
quirement for retroactive application would be an unexpired patent. 

The case law available on the subject of retroactively extending the 
statute of limitations is somewhat meager and plagued with many 
conflicting views. The two principal problems with which the cases 
are concerned are (1) whether or not the revival of the right or rem- 
edy is constitutional and (2) what rules of statutory interpretation 
should govern. 

As to the first problem, 1.e. the constitutionality of a legislative 
enactment extending the statute of limitations in cases where the rem- 
edy had been barred by the running of the former limitation period, 
the courts have become embroiled in the controversy of whether the 
legislation deals with vested rights or merely remedial and procedural 
aspects. Thus, if the enactment is considered to take away a vested 
right through revival of a right barred by the former statute, it would 
be a violation of the inhibition of the Fifth or the Fourteenth Amend- 
ment to the United States Constitution. P. Ballantine & Sons v. 
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Macken, 94 N.J.L. 502, 110 Atl. 910 (1920) ; William Danzer & Co. 
v. Gulf & S.I. R. Co., 268 U.S. 633 (1925). 

The cases in which these distinctions between right and remedy are 
important all deal with private rights. It was concluded above in 
considering the repeal section that no right or liability existed between 
the parties, and hence there is no constitutional question of divesting 
a vested right. 

There is some recognition of this unique aspect involved when the 
claim revived is against a sovereign rather than an individual in the 
line of cases which have held that the legislature has the power to 
revive a claim against a municipal corporation barred by the statute 
of limitations. Jackson Hill Coal and Coke Co. v. Sullivan County, 
181 Ind. 335, 104 N.E. 497 (1914) ; O’Neill v. Hoboken, 72 N.J.L. 
67, 60 Atl. 50 (1905) ; People ex rel. Eckerson v. Board of Educa- 
tion, 126 App. Div. 414, 110 N.Y. Supp. 769 (1908). The Indiana 
Supreme Court in considering the authority of the legislature to re- 
move the bar of a former statute of limitations pointed out that the 
constitutional inhibition does not apply to legislation recognizing or 
affirming the binding obligation of the state with respect to past trans- 
actions. Jackson Hill Coal and Coke Co. v. Sullivan County, supra. 

In a similar case decided in North Carolina, the amendment of a 
statute enlarging the time within which application for a tax refund 
must be made was held to apply retroactively. B-C Remedy Co. v. 
Unemployment Compensation Commission of North Carolina, 226 
N.C. 52, 36 S.E.2d 733 (1946). As to the power of the legislature 
to enact such a statute, the court concurred with the Indiana court in 
deciding that the legislature which created the right by the statute has 
the power to retroactively shorten or enlarge the conditions for recov- 
ery by a subsequent statute which in effect renews the right. 

After deciding that there were no constitutional objections to retro- 
active application of the statute, the North Carolina court in the B-C 
Remedy case wrestled with the question of retroactive interpretation 
of the statute in the absence of specific legislative suggestion of such 
retroactive application. The court in deciding that question promul- 
gated the very cogent theory that unless a statute violates some con- 
tractual obligation or divests some vested right it should be considered 
remedial and retrospective in the absence of directions to the contrary. 
This case suggests the answer to the second aspect of the instant 
problem, i.e., what rule of statutory construction should govern. 

The general rules of statutory construction invariably stress the 
prospective nature of all legislation. Transcontinental and Western 
Air, Inc. v. Civil Aeronautics Board, 169 F.2d 893 (D.C. Cir. 1948). 
A typical example of this inflexible dogma which is voiced by most 
courts was shown in an early New York case where the court stated 
that it is always presumed that a law was intended to furnish a rule 
of future action to be applied to cases arising subsequent to its enact- 
ment. The court went further in saying that a law is never to have 
a retroactive effect, unless its express letter or clearly manifested in- 
tention requires that it should have such effect. New York and 
Oswego Midland Railroad Co. v. Van Horn, 57 N.Y. 473 (1874). 
This New York case, although properly decided since retroactive 
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interpretation would have divested a vested right, is typical of the 
existing case law in stating this rule of statutory construction as to 
retroactive applicability too broadly. The statement of the law in the 
B-C Remedy case, supra, resolving the question on the basis of vested 
rights seems quite reasonable and in spirit is supported by other 
cases where private rights are not divested by the retroactive applica- 
tion. Decker v. Pouvailsmith Corp., 252 N.Y. 1, 168 N.E. 442 
(1929) ; Connett v. City of Jerseyville, 96 F.2d 392 (7th Cir. 1938) ; 
Ellison v. United States, 98 F. Supp. 18 (D. Nev. 1951). 

The rationale employed by many of these decisions is somewhat 
different than that of the B-C Remedy case, and they allow recovery 
on the basis of the legislation being merely procedural and, therefore, 
subject to retroactive interpretation. Connett v. City of Jerseyville, 
supra; Funkhouser v. Preston Co., 290 U.S. 163 (1933) ; Hallowell 
v. Commons, 239 U.S. 506 (1915). 

The Connett case dealt with procedural legislation in a truer sense 
than § 286 of the Patent Act. But it should be obvious that any 
change in procedure, such as the authorization of mandamus in the 
Connett case, cannot be completely divorced from the right to which 
it relates. Boyd v. Bell, 64 F. Supp. 22 (S.D.N.Y. 1945). However, 
in the Connett case, as in the present case, the action was not against 
a private citizen. Thus, whether the question of retroactive applica- 
tion of a statute is approached from the constitutional aspect or some 
general aspects of statutory construction, the same conclusion is evi- 
dent, i.e. that retroactive interpretation is warranted when vested 
rights are not disturbed. 

One recent case dealing with the extension of the statute of limi- 
tations in tort claim actions against the United States has approved 
the revival of otherwise expired claims. Ellison v. United States, 
supra. In the Ellison case, the section in question, 28 U.S.C. § 2401, 
passed April 25, 1949, provided for a limitation period of two years 
or one year after the passage of the act, whichever was later. The 
court allowed recovery by the plaintiff, whose cause of action accrued 
in 1945, on the basis of the House Report, which showed that the 
section was intended to revive otherwise expired claims accruing on 
or after January 1, 1945. H.R. Rep. No. 276, 81st Cong., Ist Sess. 
(1949). This case showed a rather liberal attitude by the court to 
allow a retroactive interpretation where there was a clear indication 
of legislative intent, even though the revival of the action was not 
evident by the terms of the statute. Although there is no such indi- 
cation of legislative intent outside of the words of the statute in the 
instant case, the language of § 286 and SEcTIoN 4 of the Patent Act 
strongly suggest that Congress intended to apply the new limitation 
provision to any patents valid at the time the Act was passed. 

Liability of the United States for the infringement under the facts 
of the instant case turns on three basic conclusions: (1) that there is 
an expressed intent in the language of the statute, 35 U.S.C. (1952), 
that the United States should be liable under the conditions set forth 
in plaintiff’s petition (2) that there should be no presumption against 
retroactive construction which would defeat the intent of the statute 
and (3) that the retroactive application was constitutional and within 
the legislative powers of Congress. 
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It is suggested that the equities in favor of plaintiff’s recovery add 
persuasive weight to his case. The Act indicates the currently recog- 
nized standard of justice as set forth by the sovereign and to which 
the sovereign wishes to be held. By the terms of § 286, supra, the 
present standard recognizes that a patentee should not be penalized 
for having unsuccessfully tried to employ an administrative claim 
settlement procedure. It would seem, therefore, if any presumption 
is to govern, it would force the application of this current standard of 
justice whenever possible and lead to a presumption of retroactive 
application wherever the sovereign has broadened the scope of his 
liability. N. M. R. 


PaTENTS—LIcCENSES—EvictTion.—Plaintiff demurred to the de- 
fendant’s answer in an action for royalties under a non-exclusive patent 
licensing agreement wherein the defendant agreed not to contest the 
validity of the patent. The answer alleged that a decision of the 
United States Supreme Court, in an infringement suit involving a 
third party, which held the patent invalid produced a total failure of 
consideration, relieving the defendant of all liability for royalties; and 
that this allegation did not constitute an attack on the validity of the 
patent by the defendant. Held, affirming judgment for the plaintiff, 
where a patent is held invalid in a suit against a third party, there is 
no failure of consideration, since a non-exclusive license does not 
purport to convey a monopoly ; this is especially true where the licensee 
undertakes not to contest the validity of the patent. Jungersen v. 
Kaysen, 95 U.S.P.Q. 162 (C.P. Pa. 1952), aff'd, 97 U.S.P.Q. 244 
(Super. Ct. Pa. 1953). 

State courts have jurisdiction over an action to enforce a patent 
licensing contract since such an action does not arise under the patent 
laws of the United States. Luckett v. Delpark, 270 U.S. 496 (1926). 
The court in the instant case was required to determine whether under 
Pennsylvania law the Supreme Court’s ruling that the patent was in- 
valid constituted a total failure of consideration permitting a non- 
exclusive licensee to avoid all liability under the license agreement. 
The court gave considerable weight to the provision in the license 
agreement that the defendant would not contest the validity of the 
patent during the existence of the license, although it stated that ex- 
clusive licensees stand upon a different footing. 

While the defendant in the present case contracted not to contest 
the validity of the patent, the decisions have uniformly held that a 
licensee, exclusive or non-exclusive, enjoying the benefits of the 
patent, is estopped from denying the validity of that patent. United 
States v. Harvey Steel Co., 196 U.S. 310 (1905); Angier v. Eaton, 
Cole and Burnham Co., 98 Pa. 594 (1882); Brown Shoe Co. v. 
Daniels, 27 U.S.P.Q. 266 (D. Mass. 1935). Recent decisions, how- 
ever, modifying the doctrine of licensee estoppel, permit a licensee 
to attack the validity of the patent in a suit for royalties where the 
license agreement contains a price fixing arrangement as an in- 
separable part of the contract. Katzinger Co. v. Chicago Metallic 
Mfg. Co., 329 U.S. 394 (1947). 

In contending that the declaration of patent invalidity by the 
Supreme Court amounted to a total failure of consideration with 
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respect to the license agreement, the defendant in the instant case 
was, in effect, evoking the defense of eviction. Eviction is the only 
other defense involving a challenge to the validity of the patent 
available to an exclusive or non-exclusive licensee in an action for 
royalties, but it is one which has been recognized by the courts for 
many years. See Drackett Chemical Co. v. Chamberlain Co., 63 F.2d 
853 (6th Cir. 1933); White v. Lee, 14 Fed. 789 (C.C.D. Mass. 
1882) ; Marsten v. Swett, 82 N.Y. 526 (1880). In White v. Lee it 
was pointed out that the doctrine of eviction arose in license contract 
causes by analogy to the landlord-tenant relationship. In that case, a 
suit by a patentee for license fees, it was held that the same considera- 
tions underlying the rule preventing a tenant, while occupying the 
premises, from disputing the landlord’s title would also prevent a 
licensee in an action for royalties from attacking the validity of the 
patent. However, evidence of what may be called an eviction is an 
admissible defense. It is well settled that where something correspond- 
ing to an eviction is found, it is an adequate defense in a suit for 
royalties under an exclusive or non-exclusive patent license agree- 
ment. Victory Bottle Capping Machine Co. v. O. and J. Machine 
Co., 280 Fed. 753 (1st Cir. 1922); Drackett Chemical Co. v. 
Chamberlain Co., supra. 

An eviction exists where the patent has been judicially or legally 
destroyed and the licensee has thereby been deprived of the benefits 
granted by the license contract, thus producing a total failure of 
consideration. Marsten v. Swett, supra; Macon Knitting Co. v. 
Leicester Mills Co., 65 N.J. Eq. 138, 55 Atl. 401 (1903). An eviction 
will be found where a patent has been repealed by a court decree in 
an action brought by the United States, McKay v. Smith, 39 Fed. 556 
(C.C.D. Mass. 1889), or whenever a patent is found invalid in an 
interference proceeding, Marsten v. Swett, supra. The courts will 
also hold that there is an eviction where the holder of a senior patent 
has asserted his superior rights against the licensee. Victory Bottle 
Capping Machine Co. v. O. and J. Machine Co., supra; Macon 
Knitting Co. v. Leicester Mills Co., supra; Angier v. Eaton, Cole 
and Burnham Co., supra. In each of the above situations, the courts 
make no distinction between exclusive or non-exclusive licensees 
since, in the instances referred to, there is a complete destruction 
of the patent grant with respect to all the world, thereby producing 
a total failure of consideration to support any license agreement. 

However, the defense of eviction in a suit for royalties under a 
license presents a different aspect where, as in the present case, the 
defense relies on a judgment of invalidity in an infringement suit 
against a third party. The authorities agree that there is something 
amounting to an eviction of an exclusive licensee where the patent 
has been adjudged invalid in a suit involving a third party. Thomson 
Spot Welder Co. v. Oldberg Mfg. Co., 256 Mich. 447, 240 N.W. 
93 (1932). Although a single finding of invalidity does not constitute 
a destruction of the patent right, Triplett v. Lowell, 297 U.S. 638 
(1936), it does destroy the monopoly purported to be conveyed to 
an exclusive licensee, thereby producing a failure of consideration. 
Drackett Chemical Co. v. Chamberlain Co., supra. In all of the situa- 
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tions thus far considered, the courts will generally recognize the de- 
fense of eviction regardless of any agreement in the license, as in 
the principal case, not to contest the validity of the patent. 

The main case, on the other hand, illustrates the problem of apply- 
ing the doctrine of eviction on behalf of a non-exclusive licensee 
where the patent has been adjudged invalid in an infringement suit. 
National Foam System Inc. v. Urquhart, 103 F. Supp. 433, (E.D. Pa. 
1952), which was heavily relied upon by the defendant, extends the 
defense of eviction to non-exclusive licensees where the patent has 
been found to be invalid in infringement suits. Universal Rim v. 
Scott, 21 F.2d 346 (N.D. Ohio 1922); Drackett Chemical Co. v. 
Chamberlain Co., supra. That extension of the doctrine is based upon 
the reasoning that a major consideration to the licensee, exclusive or 
non-exclusive, is the monopoly apparently created by the patent grant 
and where that monopoly is destroyed, actually (as in repeal, or award 
of priority to another) or in effect (as in a finding of invalidity in 
an infringement suit), there is such failure of consideration as to 
relieve the licensee, exclusive or non-exclusive, of liability under the 
license. The court in the Urquhart case also found that while a patent 
license is “sui generis,” it is analagous to a sale calling for delivery 
and payment in installments and that, in such a contract, when de- 
liveries cease irrevocably, there is a total failure of consideration as 
to future payments. On appeal, the Circuit Court of Appeals found 
that the law of Pennsylvania, which was held to be controlling in that 
case, is unsettled on the question whether a non-exclusive license is 
terminated for failure of consideration when the patent is declared 
invalid and decided the case on another ground which was dispositive 
of the appeal. National Foam System Inc. v. Urquhart, 96 U.S.P.Q. 
430 (3d Cir. 1953). However, in a relatively recent federal decision, 
it was held that a single lower court finding of patent invalidity in 
an infringement suit against a third party would not operate as an 
eviction with respect to a non-exclusive licensee. Hazeltine Research 
Inc. v. Automatic Radio Mfg. Co., 176 F.2d. 799 (1st Cir. 1949). 
This result was reached, according to the court, because such a single 
finding of invalidity does not destroy the patent right, Triplett v. 
Lowell, supra, and therefore cannot amount to such an eviction as to 
constitute a total failure of consideration with respect to a non- 
exclusive licensee. 

The Haszeltine decision would appear to represent the better view 
in relation to the non-exclusive licensee. Since a non-exclusive licensee, 
as the defendant in the case under consideration, receives a mere 
grant to manufacture, use or sell the invention, McKay v. Smith, 
supra, and a single finding of invalidity in an infringement suit should 
not destroy the patent right, Triplett v. Lowell, supra, such a finding 
cannot result in an eviction. However, where the patent is twice 
found invalid in infringement suits in the lower courts or has been 
adjudged invalid in the Supreme Court of the United States, as in 
the instant case, the actual or effective destruction of the patent 
appears to amount to an eviction which is not vitiated by a promise 
not to contest the validity of the patent. 

In view of the law of eviction as applied to patent license situa- 
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tions generally, the decree of invalidity by the Supreme Court resulted 
in an effective destruction of the patent. This produced a total failure 
of consideration and should have been taken by the court to support 
a defense of eviction. This is true notwithstanding the provisions in 
the non-exclusive license agreement that the licensee would not contest 
the validity of the patent and that the agreement might be terminated 
if the patent should be finally adjudicated invalid. 


J.E.A. 


PRACTICE AND PROCEDURE—EFFECT OF DENIAL OF CERTIORARI ON 
SuBSEQUENT Haseas Corpus PRocEEDINGS.—Habeas corpus pro- 
ceedings were brought in a federal district court by state convicts who 
contended that their convictions were invalid because, inter alia, of 
discrimination in selection of juries. Previously relief had been denied 
by state courts on similar petitions and the Supreme Court had denied 
certiorari in all of them. State v. Brown, 233 N.C. 202, 63 S.E.2d 99, 
cert. denied, 341 U.S. 943 (1951). In each of the cases the district 
court, in determining the propriety of its granting the writ, gave effect 
to the refusal of certiorari by the Supreme Court by holding that in 
light of the procedural history the writ should be denied. The court 
of appeals affirmed. 

Held, denial of certiorari cannot be interpreted as being an expres- 
sion of opinion on the merits; it should be given no effect in sub- 
sequent habeas corpus proceedings. Brown v. Allen, 344 U.S. 443 
(1953), affirming on other grounds, Speller v. Allen, 192 F.2d 477 
(4th Cir. 1951). 

The writ of habeas corpus was enlarged by the Act of 1867, 
14 Stat. 385 (1867), which gave federal courts jurisdiction to review 
convictions in state courts after the state remedies had been exhausted. 
This has been a sensitive area of our law ever since. United States 
ex rel. Smith v. Baldi, 192 F.2d 540, 543 (3d Cir. 1951). It is still 
not fully accepted as a proper procedure by many state authorities. 
In September, 1952, at the Conference of Chief Justices, a resolution 
was made suggesting that ‘a final judgment of a state’s highest court 
(should) be subject to review or reversed only by the Supreme Court 
of the United States.” 25 State GovERNMENT 249-250 (1952). 

The principle set forth in the instant case is not new. It has been 
repeated time and again. Hamilton-Brown Shoe Co. v. Wolf Bros., 
240 U.S. 251, 258 (1916). The bar has never seemed to think it fully 
settled as evidenced by its continued presence in the arguments before 
the Supreme Court. See United States v. Carter, 260 U.S. 482, 490 
(1923) ; United States ex rel. Smith v. Baldi, 344 U.S. 561 (1953). 

The sides have not always been sharply drawn on this familiar 
argument as to the effect of a denial of certiorari. In many cases it is 
very difficult to determine what effect the denial of certiorari on a state 
habeas corpus action was given in a subsequent federal habeas corpus 
action. In recent years, the lower federal courts seem to have divided 
into three groups: (1) no effect given to the denial; (2) a conclu- 
sive effect given to the denial; (3) effect given to the denial but the 
issues re-examined to insure no constitutional rights had been in- 
fringed. 
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It may seem paradoxical that with the long line of judicial prece- 
dent clearly enunciating the legal doctrine repeated in the holding in 
the instant case that there should be so much conflict of authority 
on this point. However, in a short per curiam opinion nine years 
ago the seeds of conflict were sown. The Court stated in effect that 
if the Court denies certiorari after a state court’s decision on the 
merits or if it reviews the case on the merits a federal district court 
will not usually re-examine on habeas corpus the questions thus ad- 
judicated. Ex parte Hawk, 321 U.S. 114, 118 (1944). The language 
has been often repeated by the Court. White v. Ragen, 324 U.S. 760, 
764, 765 (1945); House v. Mayo, 324 U.S. 42, 48 (1945). 

Judge Learned Hand interpreted this language to mean that lower 
federal courts should give effect to a denial of certiorari in subsequent 
habeas corpus proceedings based on the same legal issues. Schecht- 
man v. Foster, 172 F.2d 339, 342 (2d Cir. 1949). This same interpre- 
tation has been reached by several other courts of appeal. They 
expressed the opinion that if the Supreme Court had felt there was a 
denial of constitutional rights presented it would have granted certi- 
orari. Gault v. Burford, 173 F.2d 813, 814 (10th Cir. 1949) ; Stone- 
breaker v. Smyth, 163 F.2d 498, 499, 500 (4th Cir. 1947). 

In 1950 the problem arose again in the Supreme Court. The ques- 
tion was whether a denial of certiorari was necessary as a procedural 
requirement before a state petitioner for habeas corpus in the federal 
courts could fulfill the requirements of exhausting state remedies, re- 
quired by 28 U.S.C. § 2254 (Supp. 1952). Darr v. Burford, 339 U.S. 
200 (1950). It was argued that unless the denial of certiorari was 
considered this requirement would be forcing a useless step on state 
petitioners. Therefore, the argument continued, the effect of certio- 
rari must be determined. The majority in that case, however, ex- 
pressly refused to rule on this point. It was held that regardless of 
the effect of the denial it was a necessary procedural step for all peti- 
tioners who desired to go into the federal courts for relief. Although 
refusing to rule on the effect of a denial of certiorari, the Court ap- 
proved the continuance of the Hawk rule. 

This procedure was critically called the “First Crack” policy by 
Mr. Justice Frankfurter in his dissenting opinion in the same case. 
Darr v. Burford, supra, at 229. He predicted that confusion would 
result from the ambiguity of the majority opinion on the effect of 
the denial of certiorari. His fears were well founded. See Brown v. 
Allen, at 451, for the conflict of authority on this point in lower 
federal courts since this decision. Technically Darr v. Burford, supra, 
did not decide what was to be the effect of a denial of certiorari, but 
it should have settled the question. The majority opinion refused to 
rule on this point. However, the majority of the justices expressed 
the opinion that no effect should be given to a denial of certiorari. 

The reasons laid down in the principal case for giving no effect to a 
denial of cetriorari in subsequent habeas corpus proceedings seem 
sound. They are practical reasons based to a large extent on our 
inadequate system of legal aid to indigent prisoners. It is shown 
that out of 126 petitions for certiorari filed during the October 1950 
term by state prisoners who later petitioned for habeas corpus in 
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federal courts, only 13 were signed by lawyers and 42 per cent were 
found not to meet a generous standard of legal intelligibility. Brown 
v. Allen, at 516. Obviously the Supreme Court cannot ferret through 
such petitions for legal issues to the prejudice of intelligible petitions. 
It would seem that if a petitioner appealing in forma pauperis has a 
right to place his appeal before the Supreme Court he should have 
the services of counsel to aid him in the appeal. If not a matter of 
right to the prisoner, it should be given out of respect for the time 
of the Supreme Court. An answer to the problem must be given 
now, however, and since a proper case may later be presented to the 
district court, the previous inability to obtain a lawyer should not give 
impetus to the denial of constitutional rights. The denial of adequate 
counsel may well have been the basis for bringing the habeas corpus 
proceeding in the state court from which certiorari was denied. This 
was the situation in 11 per cent of the petitions analyzed. Brown 
v. Allen, at 520. Further, it is pointed out that policy considerations, 
timing, size of the docket and a multitude of other reasons may cause 
certiorari to be denied. Without these reasons being expressed it 
would be highly unfair and prejudicial to a petitioner’s cause if this 
denial were given any effect on the merits whatsoever. 

After a nine year period of ambiguity beginning with Ex parte 
Hawk, and ending with the instant case, the effect to be given to a 
denial of certiorari in subsequent habeas corpus cases is now settled. 
The present course seems the more desirable since it does not preju- 
dice the rights of a petitioner whose petition may have been denied for 
reason of policy wholly unrelated to the merits of his case. R. M. L. 


RESALE PrRicE MAINTENANCE—INTERSTATE RESALES—EFFECT OF 
McGuire Act.—Pilaintiff was an Illinois corporation engaged in the 
manufacture of electrical appliances bearing a registered trade mark. 
Defendant was a retailer of plaintiff's product in Maryland. The 
parties had entered into a resale price agreement in accordance with 
the Maryland Fair Trade Act, Mp. Cope, Art. 83, §§ 102-110 (1951). 
It was found that the defendant had breached the contract by making 
sales of plaintiff’s product to a discount house in the state of Dela- 
ware at a price below the minimum agreed to by the parties. Plaintiff 
sued for an injunction against further sales below the minimum resale 
price. Defendant contended, inter alia, that the sales complained of 
should be excluded from the contract because they were interstate 
sales. Held, injunction granted. Sunbeam Corp. v. MacMillan, 110 
F. Supp. 836 (D. Md. 1953). 

In support of the proposition that resale price maintenance can- 
not be enforced as to interstate sales by retailers, there is the case of 
Sunbeam Corp. v. Wentling, 185 F.2d 903 (3rd Cir. 1950), rev’d on 
other grounds, 341 U.S. 944 (1951). In that case a non-signer re- 
tailer, in Pennsylvania, had sold the manufacturer’s product to out-of- 
state buyers at a price lower than the fair trade price. The court 
held that the Pennsylvania Fair Trade Act, which authorized minimum 
resale price agreements, should not be applied to retail sales made to 
customers in other states. Because of the lack of uniformity in state 
laws, giving effect to the Pennsylvania statute would place an un- 
lawful barrier on interstate commerce. 185 F.2d at 908. 





RECENT CASES 813 


The court in the instant case distinguished the holding in Wentling 
on several grounds, most important of which was the Federal Fair 
Trade Law, Pub. L. No. 542, 82d Cong., 2d Sess., § 2 (July 14, 1952) 
(McGuire Act). Section 2 of the McGuire Act provides that neither 
the making of fair trade contracts, lawful under state laws, nor the 
enforcement of any right created by any state for the violation of such 
contracts, shall constitute an unlawful restraint upon or interference 
with commerce. In the legislative history of the Act, cited by the 
court at 842, it was stated that the purpose of § 2 was to remove any 
obstacle, as far as federal law is concerned, which might stand in 
the way of making state fair trade laws applicable to retail trans- 
actions which cross state lines. “The possible existence of such an 
obstacle was suggested in . . . Sunbeam Corp. v. Wentling.” H.R. 
Rep. No. 1437, 82d Cong., 2d Sess. 2 (1952). 

The legislative overruling of the !entling case does not of itself 
give manufacturers or distributors of trade-marked products the right 
to enforce minimum resale prices against retailers selling the products 
interstate. By the terms of the Act, whatever rights the former may 
have are necessarily those granted by the state in which the agree- 
ment is sought to be enforced. Although the issue of interstate 
commerce has been removed, it is still necessary to determine whether 
the state will give a remedy. 

In the instant case, on the question of applicability of Maryland 
law to the issue involved, the court first determined that the consti- 
tutionality of the state fair trade law had been upheld by the state 
courts and that it had been enforced against retailers even though 
they had not previously entered into any price maintenance agree- 
ment. The court cited five decisions of the state court, none of which, 
however, involved interstate sales by retailers. The court then con- 
cluded that there was nothing in the statute or decisions which would 
prohibit the enforcement of the contract here involved. 

So far as appears, the issue of state authority to enforce price main- 
tenance agreements in interstate retail sales has been decided in only 
two cases other than the instant one: Sunbeam Corp. v. Wentling, 
supra, and Rothbaum v. R.H. Macy & Co., 280 App. Div. 530, 115 
N.Y.S.2d 197 (1952). Whether other states having fair trade laws 
will give sanction to such agreements is still open to question. 

In several instances the constitutionality of state fair trade laws has 
been upheld as a valid exercise of state police power. Max Factor 
& Co. v. Kunsman, 5 Cal.2d 466, 55 P.2d 177, aff'd, 299 U.S. 198 
(1936) ; Joseph Triner Corp. v. McNeil, 363 Ill. 599, 2 N.E.2d 929, 
aff'd, 299 U.S. 183 (1936); Pepsodent Co. v. Krauss Co., Limited, 
200 La. 959, 9 So.2d 303 (1941); Sears v. Western Thrift Stores 
of Olympia, 10 Wash.2d 372, 116 P.2d 756 (1941). In answer to 
the contention that the statute was an attempt to regulate interstate 
commerce, the California court, in the Kunsman case, supra, held 
that the act must be construed to apply “to transactions within the 
state, that being the sole territorial extent of the Legislature’s power 
...,” citing American Banana Co. v. United Fruit Co., 213 U.S. 347 
(1909). 

In the American Banana Co., case, supra, the Court refused to en- 
force the Sherman Anti-Trust Act against a New Jersey corporation 
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for acts done in Central America. It was held that a statute must be 
construed to be effective only within the territorial limits over which 
the legislature has power. It is true that the scope of this decision 
has been limited. In subsequent cases it was held to offer no im- 
munity from domestic anti-trust laws where the trade practices com- 
plained of were done outside of the country. United States v. Sisal 
Sales Corp., 274 U.S. 268 (1927); Steele v. Bulova Watch Co., 344 
U.S. 280 (1952). But the distinguishing features were that, in the 
Silas case, some of the acts were done in this country, and, in both 
the Silas and Bulova cases, the acts produced illegal effects within 
the United States. Cf. Strassheim v. Daily, 221 U.S. 280 (1911). 
Therefore, if the basis of the fair trade law is the police power, it is 
conceivable that attempts by the state to regulate retail sales made 
beyond its borders, absent a showing of illegal effects within the state, 
could be met with the objection that to do so would be beyond the 
limits of state power. 

In New York it was held that an injunction against interstate sales 
by a retailer at less than the established fair trade price exceeded the 
limits of state authority. Rothbaum v. R.H. Macy & Co., supra. But 
in support of its holding the court cited Sunbeam Corp. v. Wentling, 
supra, which based the limitation of state authority in these instances 
on the ground that the state could not so regulate interstate com- 
merce. If this is found to be the sole bar to the enforcement of the 
New York fair trade law against interstate resales, the objection has 
been removed by the McGuire Act. 

To repeat, before the McGuire Act becomes applicable, it is first 
necessary to determine whether the state itself will enjoin interstate 
resales made below the established minimum prices. The court in 
the instant case (which appears to be the first one on the point since 
the passage of the McGuire Act) did not rest its decision on any 
prior holding of the state court, but held that the Maryland law 
afforded a remedy because: (1) the statute had been enforced against 
retailers doing an intrastate business; and (2) nothing in the statute 
or case law appeared to the contrary. The interpretation given the 
California law, however, in the Kunsman case, supra, suggests another 
obstacle which the McGuire Act does not overcome, and which might 
successfully be invoked against the rationale of the decision in the 
instant case. C. J. McP. 


Unrair TRADE Practices—UseE oF Deceptive Acts to Locate 
DELINQUENT Destors By Mari..—Petitioners’ business consisted 
of locating delinquent debtors throughout the country and getting 
information from them by a mail “skip tracer.” Petitioners’ custo- 
mers paid petitioners ten cents, which was charged to the debtor’s 
account. A questionnaire, with a letter, was mailed to the debtor, 
informing him that there was a small sum of money on deposit for 
him, which would be forwarded if the questionaire were filled out 
and returned. The return address was, “The National Service Bu- 
reau, Washington, D.C.” There was no indication that it was a 
credit inquiry. On receipt of the completed questionnaire, petitioners 
would mail their check for ten cents. The Federal Trade Commission 





RECENT CASES 815 


issued a cease and desist order. Held, order valid and enforceable ; 
(1) as found by the Commission, the words, “National Service” and 
“Bureau,” with a Washington address, represented that the peti- 
tioners were connected with the Government; (2) further, represent- 
ing that money, without stating the amount, was deposited when 
such was not the fact, and failing to indicate that the information was 
for credit purposes, constituted unfair and deceptive acts and practices 
in commerce. Bennett v. FTC, 200 F.2d 362 (D.C. Cir. 1952). In 
three other cases decided recently, the petitioners employed similar 
practices to those above, under the names, “Personal Management 
Bureau,” “Manpower Classification Bureau,” and “Business Re- 
search, Washington, D.C.” The courts upheld the Commission’s 
cease and desist orders on the ground that the petitioners’ acts, and 
those of their agents, were deceptive. Rothschild v. FTC, 200 F.2d 
39 (7th Cir. 1952); Bernstein v. FTC, 200 F.2d 404 (9th Cir. 1952) ; 
and Dejay Stores, Inc. v. FTC, 200 F.2d 865 (2d Cir. 1952). 

The pertinent provision under the Federal Trade Commission Act 
is § 5, which states, “. . . unfair or deceptive acts or practices in 
commerce, are hereby declared unlawful.” 38 Stat. 719 (1914), as 
amended, 52 Stat. 111 (1938), 15 U.S.C. § 45 (1946). In order for 
the Commission to proceed under the Act, there must be: (1) meth- 
ods used which are unfair, (2) in interstate commerce, and (3) the 
proceeding be in the interest of the public. National Silver Co. v. 
FTC, 88 F.2d 425 (2d Cir. 1937). 

The determination of acts which have been ruled deceptive, analo- 
gous to those in the principal cases, are many and varied. Pasting 
a prospective customer’s advertisement clipped from the directory of 
a competitor to an order, which was then signed by the prospective 
customer, who was unaware of ordering additional advertising, was 
held deceptive. Independent Directory Corp. v. FTC, 188 F.2d 
468 (2d Cir. 1951). The use of the words “mill” and “manufactur- 
ing,” were held to be deceptive where the corporation was not a mill 
or manufacturer, but merely a converter of unfinished goods. Bear Mill 
Manufacturing Co. v. FTC, 98 F.2d 67 (2d Cir. 1938). And see 
FTC v. Royal Milling Co., 288 U.S. 212 (1933). The use of a 
name for a corporation, organized for profit, which would give the 
impression that a group of teachers and educators was organized to 
serve the cause of education, has been proscribed. Educators Ass'n, 
Inc. v. FTC, 108 F. 2d 470 (2d Cir. 1939), rehearing denied, 110 
F.2d 72 (1940). Advertising has been one of the greatest sources 
of deceptive use of words. In this area, the Commission has forbid- 
den the printing of a small portion of a magazine article which pur- 
ported to show the petitioner’s product to be superior, P. Lorillard 
Co. v. FTC, 186 F.2d 52 (4th Cir. 1950); advertising as a new 
scientific dandruff remedy a preparation known to the medical pro- 
fession for years, Sebrone Co. v. FTC, 135 F.2d 676 (7th Cir. 1943) ; 
and use of the name, “Civil Service Bureau,” as a training school 
name, FTC v. Civil Service Training Bureau, Inc., 79 F.2d 113 (6th 
Cir. 1935). Practices opposed to good morals, characterized by bad 
faith, fraud and oppression are unfair. Consolidated Book Publishers, 
Inc. v. FTC, 53 F.2d 942 (7th Cir. 1931), cert. denied, 286 U.S. 553 
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(1932). Actual deception is not necessary; it is sufficient if the 
natural or probable result is to cause one to do what he would not do 
otherwise. Bockenstette v. FTC, 134 F.2d 369 (10th Cir. 1943). 
Nor is an actual intent to mislead necessary. Cf. Parke, Austin & 
Lipscomb, Inc. v. FTC, 142 F.2d 437 (2d Cir. 1944) (Where pe- 
titioners had permission to use “Smithsonian Institution,” and the 
Institute had not complained.) The Commission may act if it 
shows a justifiable basis for believing that unfair practices are en- 
gaged in, based upon reasonable inquiry. FTC v. Rhodes Pharmacal 
Co., 191 F.2d 744 (7th Cir. 1951). 

The courts have required that statements, representations or cor- 
porate names used be literally true, Moretrench Corp. v. FTC, 127 
F.2d 792 (2d Cir. 1942), since words and sentences may be tech- 
nically true, yet so framed as to mislead or deceive, Bockenstette v. 
FTC, supra. The courts have said that to tell less than the whole 
truth is a well known method of deception. P. Lorillard Co. v. FTC, 
supra. However, the courts have modified an order of the Commis- 
sion which required statements to be factually true in every respect, 
because the all-inclusive language of the order was too broad and went 
beyond the concern of the Commission. R. J. Reynolds Tobacco Co. 
v. FTC, 192 F.2d 535 (7th Cir. 1951). The ultimate impression on 
the mind of the reader arises from the sum total of what is said and 
implied, Aronberg v. FTC, 132 F.2d 165 (7th Cir. 1942); and the 
Commission need not regard the fine spun distinctions and arguments 
used as an excuse, but look to the effect which it might reasonably 
have on the public. P. Lorillard Co. v. FTC, supra. This result 
obtains because the public is not regarded as expert in grammatical 
construction. Sebrone Co. v. FTC, supra. Thus it would appear 
that the use of cleverly devised names in the principal cases would 
be sufficient misrepresentation to be likely to cause deception within 
the meaning of the statute to invoke the jurisdiction of the Commis- 
sion. 

The courts in the principal cases did not specifically define what 
was commerce within the meaning of the Act, but rather summarily 
dismissed the question as if assuming the practices were in inter- 
state commerce (except the Bernstein case, supra, which specifically 
decided that question). The Act declares unlawful, “unfair and de- 
ceptive acts or practices in commerce,” the word “commerce,” means 
“interstate commerce.” Chas. A. Brewer & Sons v. FTC, 158 F.2d 
74 (6th Cir. 1946). “An accurate, all-inclusive definition of inter- 
state commerce has never been formulated by the courts.” United 
States v. Sanders, 99 F.Supp. 113, 115 (W.D. Okla. 1951). That 
case also held that three elements must exist before a transaction is 
in interstate commerce; an element of sale or exchange, between citi- 
zens of different states, and an element of transportation. The trans- 
portation, however, need not occur before it is endowed with inter- 
state commerce attributes. However, the liberality with which the 
courts have held transactions as being within interstate commerce 
would seem to support the courts’ assumption that tracing delinquent 
debtors by mail comes within the meaning of interstate commerce. 

The third requisite for Commission action is that it be in the inter- 
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est of the public. The Commission exercises a broad discretion in 
determining whether a proceeding is in the interest of the public. 
FTC v. Rhodes Pharmacal Co., supra. It is the likelihood of injury 
to the public which the Commission is authorized to guard against, 
even though the acts are innocent in purpose. Bear Mill Manufactur- 
ing Co. v. FTC, supra. But if it appears at anytime in the proceed- 
ing that it is not in the public interest, the Commission should dismiss 
the complaint. Motion Picture Advertising Service Co. v. FTC, 194 
F.2d 633 (5th Cir. 1952), reversed on other grounds, 73 S.Ct. 361 
(1953). The courts in the principal cases assumed that public interest 
was involved, which assumption is in accord with the above cited 
cases, since it seems apparent that the recipients of the letters probably 
would not have replied, in most instances, had the true nature of the 
inquiry been disclosed. 

A fourth element should be considered; how far the Commission 
can go and the purpose of the order. The purpose of the order is 
not a punishment for past offenses, but for the regulation of present 
and future practices. FTC v. Ruberoid Co., 343 U.S. 470 (1952) ; 
New Standard Publishing Co. v. FTC, 194 F.2d 181 (4th Cir. 1952) ; 
and to reach undesirable trade practices “not merely in their fruition 
but also in their incipiency.” Lichtenstein v. FTC, 194 F.2d 607 
(9th Cir. 1952). The remedy and the order should be appropriate 
to avoid the evil, Berkey & Gay Furniture Co. v. FTC, 42 F.2d 427 
(6th Cir. 1930) ; and be broad enough to prevent evasion by the use 
of a different name, P. Lorillard Co. v. FTC, supra. 

It having been determined, in the principal cases, that the petition- 
ers’ acts are deceptive, occurred in interstate commerce and the pro- 
ceeding is in the public interest, the Commission has jurisdiction to 
issue a cease and desist order which is broad enough to prevent eva- 
sion and curb existing and future deceptive acts and practices. With 
all these circumstances existing, the courts’ decisions in the principal 
cases rightly sustained the Commission. The letters were literally 
true, but the motive behind them was the intent to gain information 
by deception and, therefore, the truth of the letters would seem to be 
immaterial, since the sum of money to be forwarded was merely an 
inducement to remit the information. It is submitted, however, that 
the order in the Bennett case, supra, was too broad. The Commis- 
sion’s order places an absolute prohibition on the use of the name, 
“The National Service Bureau,” on the ground that it was likely to 
lead the recipient of the letter to believe the petitioners were associated 
with the National Government. It was stated in Educators Ass'n v. 
FTC, supra, that where a corporate name gives a false impression as 
to the true nature of the corporation, it “may be used if coupled with 
other words which do away with their tendency to create a false im- 
pression by revealing the true character of the business conducted.” 
Id. at 473. It would seem that the court in the Bennett case, supra, 
should have permitted the use of the name, coupled with the words, 
“Collection Service,” or equivalent, as required in the Rothschild case, 
supra. Such a modification would not impair the efficacy of the 
order, yet would carry out the purpose of the Act. The judgment as 
rendered would work an excision of the established trade name, which, 
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it is suggested, should be permitted to stand unless the Commission 
is able to suggest one which preserves the reputation established by 
the petitioners, yet rectifies the evil. 


G.W.H. 


FEDERAL Civit, ProcEpURE—POWER OF APPELLATE AND TRIAL 
Court UNDER Rute 50(b).—In an action for wrongful death of 
plaintiff's husband, brought under the Jones Act, 38 Stat. 1185 
(1915), as amended, 46 U.S.C. § 688 (1946), defendant moved for a 
directed verdict at the close of all the evidence. The trial court ex- 
pressly reserved decision on the motion, sending the case to the jury. 
Within 10 days after the reception of a verdict for the plaintiff, de- 
fendant moved orally to have the verdict set aside on the ground 
that it was contrary to the law, to the evidence and to the weight of 
the evidence. Two months later the motion was denied, along with 
defendant’s pre-verdict motion for directed verdict. The court of 
appeals held that the motion for directed verdict should have been 
granted, and directed the district court to enter judgment for de- 
fendant. Held, in a 5 to 4 decision, reversed; the court of appeals, 
in reversing the district court, is powerless to direct the entry of a 
judgment for a party who fails to move for a judgment notwithstand- 
ing the verdict in accordance with Fep. R. Civ. P. 50(b). Johnson v. 
New York, N.H. & H. Ry., 344 U.S. 48 (1952), reversing 194 F.2d 
194 (2d Cir. 1952). 

Both the majority and dissenting justices refused to draw the dis- 
tinction urged upon the Court that where the trial judge specifically 
reserves his decision on a motion for directed verdict, the require- 
ment of Rule 50(b) for a post verdict motion does not apply. Mr. 
Justice Frankfurter, speaking for the dissent, argued not that the 
appellate court had the power to direct the entry of judgment in the 
absence of a post verdict motion for judgment, but that the defendant 
in this case had in fact made the equivalent of such a motion. The 
majority, by way of dictum, added that the failure of a party who 
has moved for a directed verdict to renew his motion within 10 days 
after the verdict also precludes the trial judge from ruling on the 
motion, even though he has expressly reserved his decision thereon. 

The extent of the power of an appellate court to direct an entry of 
judgment rather than a new trial on reversal of the trial court has 
been the subject of much controversy, which Rule 50(b) was designed 
to, but did not, end. The Rule provides that whenever a motion 
for directed verdict made at the close of all the evidence is denied 
or for any reason not granted, the court is deemed to have submitted 
the action to the jury subject to a later determination of the legal is- 
sues raised by the motion, and that within 10 days after the recep- 
tion of a verdict, a party who has moved for a directed verdict may 
move to have the verdict and any judgment entered thereon set aside 
and to have judgment entered in accordance with his motion for a 
directed verdict. The provision for automatic reservation of decision 
was necessitated by a constitutional barrier interposed by Slocum v. 
New York Life Insurance Co., 228 U.S. 364 (1913), in which it was 
held that the Seventh Amendment precluded the entry of judgment in 
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favor of one party after a jury verdict in favor of the other, except 
for errors in the record proper. The decision in the Slocum case 
made it necessary for appellate courts to grant a new trial where the 
trial judge had erroneously denied a motion for a directed verdict, 
though no question of fact remained, and was vigorously attacked by 
legal writers of the time as an obstacle to speedy, economical, and 
efficient justice. See, e.g., Scott, Trial by Jury and the Reform of 
Civil Procedure, 31 Harv. L. Rev. 669 (1918). The case remained 
an obstacle to final disposition by appellate courts on reversal of jury 
cases, however, until in Baltimore & Carolina Line, Inc. v. Redman, 
295 U.S. 654 (1935), it was established that where the trial court 
reserves decision on a motion for directed verdict, the constitutional 
limitation on the power of appellate courts set forth in the Slocum 
case was not applicable. The device of automatic reservation of de- 
cision set forth in Rule 50(b) is founded upon, and is an extension of, 
the rule of the Redman case, and its constitutionality has been upheld. 
Brunet v. S.S. Kresge Co., 115 F.2d 713 (7th Cir. 1940), cert. denied, 
313 U.S. 577 (1941). 

After the Federal Rules of Civil Procedure became effective in 
1938, Rule 50(b) was widely interpreted by the courts of appeals as 
merely broadening the scope of application of the Redman case. Fail- 
ure of a party who had moved for a directed verdict to make the post 
verdict motion in accordance with the Rule was interpreted as limit- 
ing in no way the power of the appellate courts to make final disposi- 
tion on reversal. Berry v. United States, 111 F.2d 615 (2d Cir. 
1940); United States v. Halliday, 116 F.2d 812 (4th Cir. 1941) ; 
Howard University v. Cassell, 126 F.2d 6 (D.C. Cir. 1941) ; Lowden 
v. Bell, 138 F.2d 558 (8th Cir. 1943). Reflecting this interpretation, 
the Advisory Committee, in its Final Report on proposed amendments 
to the Rules, recommended in 1946 that the necessity of the post ver- 
dict motion be done away with entirely. The Supreme Court refused 
to accept this recommendation, their reasons appearing in Cone v. 
West Virginia Pulp & Paper Co., 330 U.S. 212 (1947). In that case 
the defendant’s motion for directed verdict was denied. The court of 
appeals, holding that the motion should have been granted, directed 
the district court to enter judgment for the defendant, though no post 
verdict motion for judgment had been made. The Supreme Court, in 
reversing, held that without the post verdict motion for judgment, the 
appellate court was powerless under Rule 50(b) to do anything but 
affirm or remand for a new trial. The Court reasoned that without 
the post verdict motion for judgment, the trial judge was deprived of 
the opportunity to exercise his discretion to grant a new trial to the 
party who would have opposed the motion had it been made, and that 
this discretion is properly exercised by the trial judge in the first in- 
stance, since he saw and heard the witnesses and “has the feel of the 
case.” Another practical factor, said by the Court to make necessary 
the post verdict motion for judgment as a prerequisite to final disposi- 
tion on reversal, is that the right of the party opposing the motion to 
move and argue for a voluntary dismissal or a new trial is thereby 
protected. 

The power of the appellate courts to direct entry of judgment on 
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reversal of the trial court was further limited by Globe Liquor Co. v. 
San Roman, 332 U.S. 571 (1948). There both plaintiff and de- 
fendant moved for a directed verdict, the plaintift’s motion being 
granted and the defendant’s denied. There again the defendant failed 
to renew his motion, and the Court held the court of appeals in error 
for ordering judgment for the defendant, rather than a new trial. 
The Cone case, supra, was cited as controlling as against the conten- 
tion that the trial judge had already exercised his discretion in 
granting a directed verdict for the plaintiff. 

While the instant case makes it quite clear that a party who has 
moved for a directed verdict, and against whom an adverse verdict 
has been received, must comply strictly with the provision of Rule 
50(b) with regard to the post verdict motions if he hopes to obtain 
final disposition in his favor on appeal, the refusal of the Court to 
draw any distinction between those cases in which the pre-verdict 
motion is fictionally reserved by operation of the Rule, and those in 
which the trial judge specifically reserves decision with the intention 
of ruling upon the motion after the verdict, imposes a restriction on 
the power of the trial court not hitherto recognized in the cases. 

That the Cone case, supra, was not understood to deprive the trial 
court of the power to enter judgment notwithstanding the verdict in 
the absence of a post verdict motion, where the trial court expressly 
reserves decision on the motion for directed verdict, is shown by 
Mullen v. Fitz Simons & Connell Dredge & Dock Co., 11 F.R.D. 348 
(N.D. Ill. 1950), modified, 191 F.2d 82 (7th Cir. 1951), cert. denied, 
342 U.S. 888 (1951). In that case the trial court reserved decision 
on a motion for directed verdict by the defendant. After a verdict for 
the plaintiff, the judge set a date for a hearing on the reserved mo- 
tion, and after arguments were heard on the date set, granted the mo- 
tion, even though no post verdict motion had been made. The question 
as to the power of the trial court to enter judgment notwithstanding 
the verdict in the absence of a post verdict motion was raised and the 
district court held that “the plaintiff’s suggestion that the court may 
lose jurisdiction over the motion it has itself reserved unless one of 
the parties to the litigation takes action of some kind is at variance 
with reason and practice.” Jd. at 350. 

While in view of the decisions in the Cone, Globe, and Johnson 
cases, supra, little sympathy may be found for counsel who fails, in 
the ordinary case, to make the motion for judgment as described in 
Rule 50(b), it is submitted that if the judge, having expressly re- 
served his decision on the pre-verdict motion, announces after the 
verdict that he will hear arguments on the motion at a date more than 
10 days later, it would be quite natural for counsel to believe a motion 
for judgment should be delayed pending the outcome of the hearing. 
If he does so believe, and acts on his belief, he will have moved too 
late to give power to the appellate court to act on the motion. But 
of more immediate concern to counsel, and quite probably of embar- 
rassment to the trial judge, would be the fact that when counsel for 
the party opposing the motion appeared for the hearing, he would 
undoubtedly point out to the trial judge that a hearing was unneces- 
sary, since the judge could not grant the motion, citing the dictum 
in the instant case. 
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Such a result adds nothing to the safeguards afforded to litigants. 
The motion for directed verdict becomes, after the verdict, a motion 
for judgment notwithstanding the verdict. Factual issues have been 
resolved against the moving party by the verdict. The opposing 
party, knowing a ruling on the motion to be forthcoming, has ample 
opportunity to move for a new trial or voluntary dismissal. The trial 
judge has had time for full deliberation, and benefit of argument, and 
may exercise his full discretion. This restriction on the trial court’s 
power is not compelled by the wording of Rule 50(b), which is 
permissive in nature. Any 10 day limitation imposed on the trial 
judge in the situation under consideration would appear to have the 
primary function of clarifying the finality of judgments. Committee 
Note of 1946 to Amended Rule 6(b), 2 Moore’s FepERAL PRACTICE 
1406 (2d ed. 1948). If the trial judge, in setting a date for the hear- 
ing, directs the clerk not to enter judgment “forthwith” on the ver- 
dict, as he may and should do under Rule 58 (entry of judgment), it 
is submitted that the limitation should have no application. Further- 
more, the discretion granted the trial judge in enlarging the time to 
take action under the Rules as set forth in Rule 6(b) (enlargement 
of time) should not be limited by the specific exception involving 
Rule 50(b) stated therein, if it be considered that the source of the 
power of the trial court to determine the motion is not Rule 50(b) 
with its provision for automatic reservation, but the court’s own ex- 
press reservation, a prerogative established by the Redman case, supra. 
Mullen v, Fitz Simons & Connell Dredge & Dock Co., supra. It 
cannot be said that such action by the trial judge extends the time for 
appeal, since that time as set forth in Rule 73 begins to run from 
the entry of judgment. The Rule has never been successfully in- 
voked to limit the power of the trial court when a decision on a mo- 
tion for directed verdict is reserved, and two cases have held the Rule 
to be inapplicable in this situation. Mullen v. Fitz Simons & Connell 
Dredge & Dock Co., supra; Kline v. Yokom, 117 F.2d 370 (7th 
Cir. 1941). 

It is hoped that if the question as to the trial court’s power is 
squarely presented to the Supreme Court, the result obtained by the 
Mullen and Kline cases, supra, will be reached, and that in the inter- 
est of speedy, economical and efficient justice without prejudice to 
litigants, the dictum in the instant case repudiated. ene 


[Nore] This last annotation was prepared by a second-year student under 
the direction of the Law Review staff. 
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Conpuct oF JUDGES AND Lawyers: A Stupy oF PROFESSIONAL 
Eruics, DiscIPLINE AND DisBARMENT. By Orie L. Phillips and 
Philbrick McCoy. Los Angeles: Parker and Company, 1952. 
Pp. xiii, 247. $5.00. 

Thoughtful members of the bench and bar have long been concerned 
about the undercurrent of dissatisfaction with the administration of 
justice, and have continuously engaged in reexamining the standards 
and practices of the legal profession. In the field of substantive law, 
efforts have been made to harmonize traditional concepts with the 
ever-increasing complexities of an expanding economy. In the field 
of adjective law, esoteric procedures of the common law have steadily 
yielded to the doctrine that a trial should be a method for the just 
determination of legal rights and liabilities, not a contest of skill be- 
tween counsel. 

In the final analysis, however, the strength and vitality of our 
judicial system depend upon the conduct, character, and integrity 
of judges and lawyers who participate in giving life and meaning to 
the administration of justice. Whether standards of conduct and 
ethics are adequately stated, understood, observed and enforced, forms 
the subject matter of this report by the authors of a study undertaken 
by a group of distinguished judges and lawyers. 

Beginning in 1949, a series of detailed questionnaires was sent to 
leading judges, lawyers, present and former bar association officials in 
all the states, the deans of law schools, clerks of the courts, and news- 
paper editors and other selected laymen, by the Survey of the Legal 
Profession, conducted under the auspices of the American Bar Asso- 
ciation. Two eminent leaders in the movement to raise professional 
standards, Judge Orie L. Phillips, Chief Judge of the United States 
Court of Appeals for the Tenth Circuit, and Judge Philbrick McCoy 
of the Superior Court of California for Los Angeles, here present a 
final report of the findings. 

On admission to practice today, the lawyer assumes a simple obli- 
gation to discharge faithfully the office of an attorney. It is to the 
Canons of Professional Ethics that the young attorney must turn for 
a statement of the standards of conduct that are to guide the profes- 
sion. These, the book points out, are inadequate and incomplete, not 
uniformly adopted and not universally observed. By way of example, 
a chapter is devoted to Canon 20, the pressing problem of trial by 
newspaper, of balancing freedom of the press with the right to a fair 
trial by due process of law. The importance of the question has been 
further heightened by the publicity attendant to the investigations of 
legislative committees.' The conclusion is reached that a revision of 
the Canons, if not their replacement by a Restatement of Professional 
Standards, is demanded, with greater emphasis upon the duty of at- 
torneys not only to clients and other lawyers but to the public. 

The source of dissatisfaction with the conduct of lawyers may be 


1See Delaney v. United States, 199 F.2d 107 (1st Cir. 1952); cf. United 
States v. Carper, 13 F.R.D. 483 (D.D.C. 1953). 
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found in part in the failure to require that an applicant for admission 
to practice must have an understanding of professional standards and 
responsibilities. The law schools have failed to measure up to their 
responsibility of instructing students in the ethics and ideals of their 
profession. Bar examinations have been deficient in omitting ques- 
tions on the duties and functions of the lawyer, or in including ques- 
tions only occasionally, or of a perfunctory nature. Full advantage 
has not been taken of the adequate teaching material available. It is 
suggested that greater care be given to weeding out the incompetents 
and misfits at the start of the study of law and to requiring proof of 
good moral character, and further study be made of the advisability of 
developing the preceptor system as a guide for students in appreciat- 
ing their responsibilities. 

It is no secret to the profession that standards of conduct are not 
uniformly observed. Some are scrupulously followed by virtually 
every lawyer; others are more honored in their breach than in their 
observance. This condition may be ascribed to three causes: (1) the 
Canons, designed for an earlier era, are not considered applicable to 
modern conditions or accepted practices; (2) lawyers have not been 
properly educated to their responsibilities; (3) the machinery is inad- 
equate and the courts reluctant to enforce discipline. In those states 
where the bar is integrated, the authors find adequate housecleaning 
machinery has been provided so that complaints may be investigated 
and in proper cases presented to the court for action. In many other 
jurisdictions, however, disciplinary proceedings are decentralized or 
grievance committees inadequate, and only fragmentary or incomplete 
records are kept. 

The authors maintain that the courts, traditionally the guardian of 
the profession, must stand in large measure responsible for the failure 
of certain members of the bar to observe established standards of con- 
duct. Too often they have been loath to purify the bar of unworthy 
members. Too often they have been too lenient in dealing with those 
who offend the dignity of the court, the ethics of the profession, the 
integrity of judicial procedures, and the dictates of conscience and 
duty. The courts have been too much concerned with the possible 
hardship of the lawyer and too little concerned with the interests of 
the public and the bar as a whole. “. . . Unwarranted leniency, not 
justified by the record, is doing a great injustice to the vast majority 
of the Bar who are honest and competent and who, along with the 
public and the courts, are adversely affected by the derelictions of 
the less than one-tenth of one per cent of the lawyers of the country.” ? 
Judges themselves must be removed from the influence of partisan 
political pressures and their conduct must be above supicion or re- 

roach. 
. Undoubtedly, public lack of confidence in lawyers as a class indi- 
cates poor public relations. When a substantial number of laymen 
believe that lawyers win their cases through shrewdness or chicanery 
rather than on the merits of the case ably presented,’ there is cause 
for grave concern, and strong proof that a program of education is 


2 Puititips AND McCoy, Conpuct or JupGes AND Lawyers 209. 
3 Jd. at 191. 
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required. But the profession must also make sure that it holds to 
the first principle of advertising, “See to it that the goods live up 
to the copy.” * There must be a strict observance of high minimum 
standards of conduct if the profession is to enjoy and deserve the 
confidence and respect of the public. 

The Survey of the Legal Profession has labored faithfully in the 
vineyards. Judge Phillips and Judge McCoy have presented the 
Survey’s findings, conclusions, and recommendations in a report that 
is highly readable, frank, and searching. It is challenging at a time 
when lawyers have been known to resort to what has been described 
as “outrageous conduct—conduct of a kind which no lawyer owes 
his client, which cannot ever be justified, and which was never em- 
ployed by those advocates, for minorities or for the unpopular, whose 
courage has made lawyerdom proud.”® It is made clear what is the 
duty of the profession and that now is the time to act. 

BouitHa J. Laws.* 


Cases AND READINGS ON ADMINISTRATIVE LAw. By J. Forrester 
Davison and Nathan D. Grundstein. Indianapolis: The Bobbs- 
Merrill Company, Inc., 1952. Pp. xxvi, 777. $9.00. 


This volume is much more of a treatise than its modest title indi- 
cates and, apart from its up-to-date quality, it is distinguished by 
readability and its comprehensive treatment. By comprehensive treat- 
ment is meant the wide variety of categories of administrative proce- 
dures dealt with in this book. Of course, in our rapidly changing so- 
cial and economic conditions and the corresponding evolution of ad- 
ministrative law, there can be, properly speaking, no up-to-date 
treatise. But this volume, bringing its illustrative cases down through 
the decision of Judge Pine in the Steel case, comes close to a real 
compendium. 

The overtone of the book is of course the impact of social change 
upon existing institutions and long established theories together with 
the constant processes of re-adjustment. One of its distinctive fea- 
tures is the skill with which the editors have woven into the discus- 
sion of various categories of administrative acts not only the court 
decisions of major importance but pertinent quotations from social 
and political scientists. 

The objectivity and impartiality of the editors is illustrated by 
their searching treatment of the sensitive problems of loyalty and se- 
curity. Their discussion of the problem of “due process” as applied 
in this field is particularly timely and illuminating. The element of 
timeliness is also illustrated by the overall historical treatment carry- 
ing this even into a study of the congressional power of investigation. 
This particular chapter is made adequate by abundant documentation 
leading to the broad conclusion that the conduct of these investigations, 
for all practical purposes, is immune to judicial review. As an offset, 


*Id. at 204. 


5 Judge Frank, concurring in part, in United States v. Sacher, 182 F.2d 416, 
454 (2d Cir. 1950), aff'd, 343 U.S. 1 (1952). 


* Chief Judge, United States District Court for the District of Columbia. 

















BOOK REVIEWS 825 
however, the editors list and identify the salient features of the many 
current proposals for procedural reforms in this field. 

One of the most constructive contributions by the editors is the 
chapter dealing with the scope and limitation of administrative discre- 
tion. This presently all-important problem is handled with unusual 
objectivity and fortunately without any attempt to define with finality 
either theories or formulas. To those of us who have discharged 
responsibilities in the field of rule-making, the careful review of devel- 
opments during the war should be of especial interest. This is par- 
ticularly true of those sections of the book which discuss the delega- 
tion and subdelegation of authority as exercised in the various De- 
fense Agencies and for which the editors cite abundant illustrations. 
Despite the increasing recognition of the need for establishing stan- 
dards and the improvement in procedures generally, the editors wise- 
ly observe that “The drafting of legislation vesting administrative 
powers has still to attain the status of a recognized craft.” And it is 
certainly encouraging to know that the editors believe that there is 
now a recognizable tendency to assimilate administrative to judicial 
procedures. 

The illustrative cases are uniformly pertinent and timely. The quo- 
tations from political philosophers and scientists are to an equal degree 
helpful and stimulating. There are no doubt some who will note with 
surprise the praise given the Supreme Court “for so many fine opin- 
ions in recent terms covering the fields of Administrative Law in 
authoritative surveys.” Yet, on “the entire record,” the comment 
seems pretty well justified. 

Altogether, the volume is a thoroughly helpful contribution in this 
field of Administrative Law. The editors are to be especially com- 
mended for the disinterested and objective character of their own 
constructive suggestions. 

Joun Lorp O’Brian * 


Hotmes-Laski Letters. Edited by Mark DeWolfe Howe. Two 
volumes. Cambridge: Harvard University Press, 1953. Pp. 
xvi, 1650. $12.50. 

These letters are a wellspring for those who are interested in the 
life and character of Holmes or of Harold Laski. The letters of 
Holmes to John C. H. Wu,' published shortly after Holmes’ death, 
present the first glimpse of Holmes the man, rather than the Supreme 
Court Justice. These letters were written between 1921 and 1932. 
The Hotmes-Pottock Letrers identify the Justice as a great Vic- 
torian gentleman. They are the most complete in extent of time and 
the most valuable. ToucHeD WiTH FirE—Holmes’ Civil War letters 
to his father depict the young man, the soldier, and his mind in the 
making. The Holmes-Cohen Correspondence* reveal more than 
any other letters his interest in abstract philosophy. Although there 
are others yet unpublished, one may hazard that the letters to Laski 


* Member of the Bars of the District of Columbia and the State of New York. 
1 SHRIVER, JUSTICE OLIVER WENDELL Ho.tmes, His Book Notices AND UN- 
COLLECTED LETTERS AND Papers (1936). 
2 JoURNAL OF THE History oF IpEAS 3 (Jan. 1, 1948). 
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are the most extensive. These letters all but fill the lacunae in the 
last twenty years of Holmes’ life and more firmly establish much 
that has already been known about him. 

As to Laski, they are the portal to that period of his life which 
gave it direction. They testify to what previously has been known 
or suspected of him by only a few of his intimates—his egotism, 
his inclination on occasions to exaggerate and indeed to simulate a 
learning which he did not possess. His early training, which he never 
entirely outgrew, was both an advantage and a handicap. 

In this correspondence he emerges as an extremely gifted and facile 
writer, but also as one who borrowed and built on others rather than 
as a creator of original work. This is mirrored by Laski when he 
inquires of Holmes who gave him the notion of writing his Common 
Law. He absorbed much from Holmes but failed to absorb his ideals. 

The correspondence is witty, astringent and voluminous. If some 
of it will be lost on many readers, there is much which is exciting 
and idyllic. All the letters were written in long-hand. In the midst 
of the daily work of each, and of other obligations, it is a miracle 
now that either person should have found time to write. It can be 
explained only by the character of each writer and the feeling that 
one had for the other. As Holmes put it, Laski was one of his minions. 
He addressed Laski as “my dear boy” or as “my dear lad.” Laski 
flattered the aged Justice and furnished him with lists of provocative 
books for reading. Near the end, Laski’s letters served to entertain 
and as Holmes said “help to keep me alive.” In return, Laski made 
use of Holmes’ animadversions on men and books. 

The exchange of letters began after the young Englishman was in- 
troduced to Holmes by Felix Frankfurter at Beverly Farms on July 
10, 1916. Holmes was then 75—in the twilight of his life for most 
men. Laski, a half-century his junior, was 23. Although not many 
years beyond adolescence, he had completed his university training at 
Oxford, was married, and had just accepted an appointment as in- 
structor in the Department of Government at Harvard. With his 
feet on the ground, the world then could be made his world with a 
few changes of his own choosing. The correspondence ends with 
Holmes’ death in 1935, though from 1933 on the writing was Laski’s, 
Holmes being too feeble to write. 

Readers who are interested only in Holmes will find in his letters 
lines that are lyric. To take a few examples: “The minute a phrase 
becomes current it becomes an apology for not thinking accurately 
to the end of a sentence.” Or: “He has a stout heart who when 
he visits a cathedral thinks more of that than of his pinching boots.” 
Or: “As poetry gets the magic touch of chance from the interruption 
of logical sequence by the suggestion of rhyme—so my sequence is 
broken up by alternate recollections of things of my own to tell and 
what you say.” As illustrating his method: “There is nothing like 
a paradox to take the scum off your mind.” Or again as to his last 
years, “Fate is plucking the leaves from the old tree rather fast,” 
and, “I am sorry to write a dull letter but I can’t help it. I am not 
sorry to think that I shall get my marching orders before long.” 

Talk to Laski about the Supreme Court and its activity was inevit- 
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able. The work of the Court was demanding and time consuming, 
but when the Court was in session Holmes was a “law machine.” 
There were always new certioraris and after the Court convened there 
was the hearing of oral arguments, conferences, or the writing of 
opinions. Notwithstanding, Holmes always looked forward to the 
recesses of a few weeks and to his summers at Beverly Farms when 
he could read the more than three score of books which was his 
annual consumption. How he found the time to read so much aside 
from his work is attributed to the fact that he made notes of, and 
relied heavily on the oral argument of cases. Since he wrote with 
ease, he often prepared an opinion in a day, or all that were assigned 
to him in a few days. His colleagues by comparison required two 
or three weeks to keep abreast. In these letters, more than once he 
tells Laski, in passing, that he wrote his opinion on the Sabbath or 
that he sent his opinions off to the printer by Tuesday or Thursday 
after assignment on the previous Saturday. “That which was given 
to me Saturday evening and was written yesterday concerned the 
constitutionality of an act for sterilizing feeble-minded people,” he 
informed Laski on April 25, 1927. The case referred to was Buck 
v. Bell,’ wherein Holmes for the majority sustained Virginia’s steril- 
ization statute.* 

Writing in 1925 when he was almost 85, Holmes says: “On Sat- 
urday last our conference lasted from 12 to after 7—we disposed of 
60 certioraris as well as 7 argued and submitted cases and outside 
matters.”* And later he said: “I, like you, have been filled with 
work until the cup overflowed . . . I thought I had done well in 
polishing off 125 certioraris in vacation. But when the term began 
there were 150 and the Chief wanted to dispose of them all at once 
—with dramatic pauses in the announcement to meet the invincible 
scepticism of the Bar, that won’t believe that we each and all examine 
every one.” ® In 1925 Laski writes: “Had it ever struck you that 
every C. J. in England for nearly one hundred years has been a 
definitely political figure and every one since Cockburn an ex-At- 
torney General.” In reply Holmes tells him: “I hope you will go 
slow if you write about political appointments. The political ap- 
pointments here, those most obviously so, have been Marshall, Taney 
and Story, and I suppose Chase. Your Chancellors don’t make a 
bad showing. The chances are, I am afraid, that men who are of 
the abstract type only exceptionally prove wise in practical affairs 
... I suppose you might call Taft’s a political appointment, and taking 
everything into account it was the best that could have been made 
. . . I don’t know what the influences were that led Taft to name 
White. I never have ventured to ask him. White certainly was an un- 
usually powerful man though not a good writer... .”7 

Holmes had his own ideas of what should go into an opinion: 
“To put the case well and from time to time to hint at a vista is the 
job. I am amused (between ourselves) at some of the rhetorical 


3274 U.S. 200 (1927). 

4 Hotmes-Lask1 Letters 937 (Howe ed. 1953). 
5 Id. at 790. 

® Jd. at 1100. 

7 Id. at 795-797. 
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changes suggested . . . I am pretty accommodating in cutting out 
even thought I think important, but a man must be allowed his own 
style. At times I have gone too far in yielding my own views as to 
the reason for the decision . . . However, sooner or later one gets a 
chance to say what one thinks.” * Opinions, he said (having Brandeis 
in mind), “should not be like an essay with notes but rather should 
be quasi an oral utterance.” *® Sometimes he had to readjust an 
opinion to hold a bare majority. In this he had his differences with 
McReynolds. The latter sometimes changed his mind in close cases 
after seeing the draft of the majority opinion. McReynolds also 
had the habit of delaying cases a month or two until he could prepare 
a dissent. On one occasion Holmes wrote: “I suspect that Mc- 
Reynolds may regard me as a bird that befouls its own nest, although 
nothing could be farther from my wishes or intent. We are on ex- 
cellent terms together, but our notions are different.” *° 

Here and there throughout the correspondence there are epaulets 
for the lawyer. As to dissenting opinions Holmes tells Laski: “When 
I am going to dissent I almost always prepare my opinion at once— 
and then when the majority speaks, simply make such adjustments 
as bring our discussions ad idem—which I think is the decent way, 
but which is not practiced.” '' On another occasion he says: “One 
of the advantages of a dissent is that one can say what one thinks 
without having to blunt the edges and cut off the corners to suit some- 
one else.” ?* And again: “I dislike even the traditional ‘Holmes Dis- 


senting.’ We are giving our views on a question of law, not fighting 
with another cock.” '* Years of politics, he opined, made men blunt 


in the law. 

The main topic of the letters, however, is not the law, but men 
and books, matters of man’s spiritual quest, and the activity of each 
in the passing years. Of men and books the list is legion. Each 
writer comments on the books he has read, new and old. Holmes’ 
judgments you feel are unerring. Laski passes judgment too but often 
revises his estimates. As to Laski, you are never quite sure whether 
he is sincere or whether he is endeavoring to please or beguile. 

Although Holmes poses his principles of natural law, of scepticism, 
and of his “bettability” philosophy of life, his discussions lack the 
originality of thought to be found in the Ho-mes-PoLLock LetTTERs 
where he was writing to an equal. In one of his letters Holmes tells 
Laski: “You and I never have had much abstract philosophical 
talk.” 

Laski sent his articles to Holmes for comment. Holmes responded 
and occasionally mailed him one of his more important opinions. 
Brandeis sent others. In 1918 Holmes wrote an occasional piece for 
the Harvard Law Review on natural law which was prompted by 
his reading of Duguit’s ScleNcE ET TECHNIQUE EN Droit PosiTIF 
Privé. In 1920 Laski gathered and arranged the publication of 


8 Id. at 939. 

® Id. at 675. 

10 Jd. at 1259. 

11 Jd. at 240. 

12 Jd. at 646-647. 
13 Jd. at 560. 
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Holmes’ CoLLectep LecAt Papers. In 1919 Laski published his 
AUTHORITY IN THE Mopern State. There followed his Founpa- 
TION OF SOVEREIGNTY, GRAMMER OF Po titics, ComMMUNISM, LiB- 
ERTY IN THE MODERN State, other books and a torrent of articles. 
Holmes criticized one of the latter “for airy references to things 
that you know damned well your readers don’t know about,” and in 
general that he spread himself too thin. In 1930 on Holmes’ 89th 
birthday, Laski wrote for the Harper’s Magazine in praise of Holmes 
and sent a copy to Sir Frederick Pollock. Whereupon Pollock wrote 
to Holmes quoting Lewis Carroll: “The carpenter said nothing but 
the butter’s spread too thick.” Holmes responded: “I was so touched 
and moved by the note of affection and made so shy by the praise that 
I hardly like to speak about it and could not criticize.” 

Chief Justice White died in 1921 and was succeeded by Taft. In 
1930 Taft resigned and was succeeded by Hughes. In 1922 Holmes 
when 81, underwent an operation, after which he never reacquired 
his physical strength. He doubted whether he should remain on the 
bench, but Laski encouraged him to stay. After 80 he no longer 
collected books, but usually borrowed them; he continued occasion- 
ally to collect etchings and to visit with his friend Rice of the Fine 
Arts Division of the Library of Congress to jaw about them. In 
1925 he referred to himself as a tired old man and two years later 
found it harder work to live at 86 than at 26. His wife’s death in 
1929 he said: “seems like the beginning of my own.” Though his 
list of books read for awhile increased, he finally found it more dif- 
ficult to write and preferred to sleep. 

Laski remained at Harvard until 1920 when he returned to Eng- 
land to teach at the London School of Economics. Until then there 
is a proper interchange of ideas. Afterwards, the correspondence 
takes a turn and acquires a more rigid pattern. Laski’s form is a 
report on what he has done, whom he has seen, and the gossip he has 
imbibed. Holmes’ replies too become more formal. He complained 
that he did not get about and had no anecdotes but fell back in part 
upon recollections. Laski is now in the thick of affairs. He reports 
again and again that he has advised the prime minister, has settled 
a strike, or has dined with H. G. Wells, Shaw, Haldane, Churchill 
or has talked with Poincaré or others. To this Holmes reproves: 
“You seem to divide your time between the illustrious and the be- 
coming so.” Laski is a bibliophile and a collector of rare books. Bodin 
(on Sovereignty) is one of his favorites. Ellesmere’s copy he picked 
up both in England and in Chicago once in April 1931 and again in 
October 1932. (Although he refers in one instance to Knolles’ trans- 
lation (1616) and in another to a copy in English, a (1606) edition, 
he must have been mistaken because Knolles’ translation was pub- 
lished in London in 1606. No 1616 edition was ever published.) 
Holmes said: “Old men forget—and most men repeat.” Laski, 
however, seems to have had more lapses. Agatha Christie’s THE 
Murpber oF Rocer Ackroyp, and Wodehouse’s Jit, Tok RECKLESS 
he avers to have “just read or discovered” on several occasions. 
Throughout the years Holmes asks that he continue to write but 
he sometimes has doubts and feels a divergence in views. He says 
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ironically: “It makes me feel quite cultivated even to read the titles 
of the books that you report reading” and complains that Laski is 
embroidering. Holmes writes: “Somehow I feel as if you were get- 
ting a little exacerbated in your judgments.” In 1928 he tells Laski: 
“I have told you often that I didn’t care what Shaw thought about 
anything.” In reading one of his books in 1927 Holmes cautioned: 
“Either I am wrong or your present associations and reflections are 
leading you a little further in a direction away from our common 
ground.” And later: “I value enthusiasm but not enthusi-ism.” 

Undoubtedly Laski was an influential teacher. The traits which 
made him popular as a reconteur or in the class room are unlike 
those of a statesman or a scholar. His shortcomings stand out in 
these letters when printed in bold relief. Until the end Holmes’ chief 
interest was the law and philosophy. 

The editing of these letters by Professor Howe is well done. The 
notes are extremely helpful but not overdone. A biographical ap- 
pendix and a complete index are valuable reference aids. The task 
of transcribing the letters was a prodigious one. Although their 
publication will stir wp some controversy they are a testament to the 
effort and faith both of Laski and Holmes. Harry C. SHRIVER.* 


Civit ProceDURE OF THE TRIAL Court IN HisToRICAL PERSPECTIVE. 
By Robert Wyness Millar. New York: Law Center of New 
York University, 1952. Pp. xvi, 534. $7.50. 


This admirable work instantly fills a large hole in the procedure li- 
brary. It is an intellectual, constructive analysis of procedure which 
will serve with equal facility to orient the practitioner to his problems, 
educate the student, and stimulate the teacher. It is in no sense a 
substitute for the standard treatises on procedure; the practitioner 
looking for precise ideas and abundant citations will need as much as 
ever his CLARK, or Moore, or CYCLOPEDIA OF FEDERAL PROCEDURE, 
to give but obvious examples. What Millar offers instead is a brief 
exposition and a headful of constructive ideas about each area into 
which the practitioner may move. 

Viewing the work from the standpoint of a historian, perhaps its 
outstanding single feature is the skill with which the author has 
blended substantial historical background into living procedure. This 
is what the book purports to be: a work on the procedure of the mid- 
twentieth century, or at times on the procedure still to be, “in his- 
torical perspective.” The author has rationed his readers on his own 
prodigious knowledge of the past; the tid-bit, the curio, the obsolete 
is omitted except as it contributes in direct degree to an understand- 
ing of the present. The result is a description of the contemporary 
scene, but with remarkable depth. 

The first eighth of the book is a brief sketch of procedural evolu- 
tion from Saxon to present times. In sixty-five pages, not even Mil- 
lar, a man of skill at compactness, can do much with so large a theme ; 
the professors will still need the larger works and the practitioners 
will not much care. Students, however, will get a necessary introduc- 


* Member of the District of Columbia Bar. 
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tion and one they can enjoy; Millar’s style is a relief from the (let 
us sadly face it) sometimes tedious Plucknett. 

What follows for the remainder of the book is a series of chapters 
on each stage of procedure from the summons, joinder of parties and 
issues, and complaint to execution of judgments. Each chapter gives 
the background of what is relevant to the current scene, synthesizes 
the federal rules and state practice, and, usually, proceeds to a critique 
of what has been described. 

The book is, and could have been, written only by a Professor 
Emeritus, for it represents the thought and reading of a lifetime. 
At one point he notes the insular smugness of English procedure, the 
early exhaustion of Roman and canonical influence resulting in “a 
completely insulated system which did not look beyond itself. Even 
those courts in England which proceeded according to Romano- 
canonical principles, the ecclesiastical courts and the Court of Admir- 
alty, were regarded by the men of Westminster Hall as a species of 
oddity, for they had no “procedure from which any lessons were to 
be drawn.” The result was an attitude of English superiority which 
blinded it to the merits of all other systems.* 

Millar has no such provincialism. I know of no other treatise 
since Story’s various commentaries (to which in this respect Millar 
is similar) which moves with such easy familiarity through universal 
experience. English origins are always here; but so are the analo- 
gies and suggestions drawn from Greek, Roman, French, and Ger- 
man law, and even the practice, where fruitful, of India. A New 
York bar association suggests a particular alteration of the complaint ; 
Scotland has long used a similar device and here is how it has 
worked. Should “notice pleading” be enough? Millar tells what the 
English and a municipal court in Chicago have done. And so on 
through instance after instance. 

Most chapters have not only basic description, but also a bundle of 
ideas. For example, Millar strongly recommends the availability of 
a system of service by private persons rather than the present system 
of summons by deputy sheriff with a tip to the sheriff to make sure 
that the job is done. He also advocates service by mail, which he re- 
ports as working satisfactorily in Scotland, Germany and Austria. 
He shares what is probably the general view that service by publica- 
tion is simply a slightly extravagant ritualism; “no one seriously 
entertains the notion that newspaper publication, unaccompanied by 
the mailing of notice, is an effective means of conveying actual notice 
to the defendant.” 2 He would presumably sympathize with the de- 
cision of the Supreme Court this year in City of New York v. New 
York, N. H. & H. R. Company,’ saying of service by publication, “Its 
justification is difficult at best.’”’* 

In another area, Millar regrets the practical continuance of the 
demurrer as an element of practice in the states and under the federal 
rules. He notes that in our practice the substitution of “motion to 


2 Mitiar, Civit PRoceDURE OF THE TRIAL Court 1N Historical PERSPECTIVE 
27-28 (1952). 

27d. at 94. 

3 344 U.S. 293 (1953). 
4 Id. at 296. 
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dismiss” for the demurrer operates practically as merely a switch of 
labels, and alludes to a recent change in the rules in Pennsylvania 
which drops the masquerade there and restores the demurrer by its 
proper name. Yet theoretically our rule follows the English rule, 
which in England has been interpreted as eliminating the whole func- 
tion of the demurrer. There the objection in law is filed with the 
answer so that the case can, if the judge desires, move on in one 
giant stride rather than necessarily stopping for a rest while the de- 
murrer issues are fought out.’ As to whether such a change would in 
fact be desirable here, Millar does not attempt to persuade; it may be 
that in the long run more time and expense is saved by regularly 
cleaning up demurrer issues before answer than not. On the other 
hand, certainly American criminal practice is drifting in the direction 
of saving questions arising on a motion to dismiss the indictment until 
after trial, or at least until after particulars are filed, just as the mo- 
tion to direct a verdict is sometimes reserved until after the jury has 
functioned in tort cases. It is at least worth renewed study as to 
whether we could profitably abandon the demurrer under all names.® 

The suggestion by Millar which leaves me the coldest is his pro- 
posal that the plaintiff should be required to plead his legal theories. 
The suggestion is the more remarkable because Millar advocates so 
called “notice pleading” as to the facts—that is to say, that it should 
be sufficient to give a general description out of which injury is al- 
leged to have arisen without any attempt to set up causes of action. 
To this he would add “in one or more concisely worded proposi- 
tions . . . a statement of the legal theory or theories upon which the 
pleader intends to rely.”? This statement could thereafter be altered 
by amendment. This proposal, as it seems to me, puts an impossible 
burden on the bar. True, a lawyer ought to have his theories in 
mind when he pleads, but it is also true that, except in a general way, 
lawyers very commonly do not. Is there any practitioner who has 
not had the experience of getting material new light on a case as he 
moves into the period just before trial or settlement when, for the first 
time, he really masters the case? We have all on occasion come into 
court clothed in afterthoughts, and there is no need to confess when 
we got our apparel. Abraham Lincoln was a great example of a law- 
yer who preached the doctrine of doing one’s research when he does 
his pleading; but he was an equally great example of the common fail- 
ure to obey his own mandate.* It will frequently be uneconomic to do 


5 For discussion and citations see CLARK, CASES ON MopERN PLEADING 372- 
378 (1952). 

6 bid. Clark implies regret that the English practice was not adopted in our 
Rules; though in his HANDBOOK ON THE LAw oF Cope PLeapinc (2d ed. 1947), 
at 540-545, he shows how, if a trial judge is so disposed, he can achieve the 
result of the English practice. See particularly p. 540 n. 145. But, as Clark 
agrees, the overwhelming weight of our practice sustains Millar’s point; the 
motion to dismiss approximates the demurrer. 

7 MILLAR, op. cit. supra note 1, at 199. 

8 Lincoln’s Notes for a Law Lecture, in which he advocates careful research 
at the pleading stage, obviously was advice he was incapable of following on the 
library-less circuit practice. THe Lirg AND WriTINGS oF ABRAHAM LINCOLN, 
328 (Stern ed. 1940). 
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an exhaustive theoretical job at the pleading stage on a case which 
may well be settled. 

There is necessarily some variance in the scope of the particular 
chapters, depending upon the extent to which they had occupied 
Professor Millar’s thoughts over the years. As the discussion just 
above indicates, his chapters on the complaint and responsive plead- 
ings are thoughtful; on the other hand, his chapter on discovery pro- 
cedures is essentially descriptive. One could wish that at some future 
time he might attempt an evaluative essay on that theme. I am aware 
that it is the custom among those better informed than I to be almost 
unlimitedly enthusiastic about the discovery procedures under the 
federal rules, and I bow to their more extended experience. However, 
despite some proof to the contrary, I retain a gnawing doubt that per- 
haps discovery, in some areas at least, is becoming a harassing or de- 
laying tactic all its own which is a serious obstacle to the speedy and 
effective administration of justice.® 

The only sub-chapter for which I have serious criticism is that on 
collateral attack.*® Professor Millar has reserved too few pages for 
too large a subject here, and as one result United Mine Workers v. 
United States“ is not mentioned at all. Indeed he has considered 
nothing since 1940. A glance at the stimulating article by Mr. Hugh 
Cox might cause Professor Millar to reconsider these pages entirely.’* 

But pointing to a minor complaint only emphasizes the basic satis- 
faction caused by finding here an excellent and thoroughly stimulating 
general work. 


Joun P. Frank.* 


® Compare Comment, Tactical Use and Abuse of Depositions under the Fed- 
eral Rules, 59 Yate L.J. 117 (1949) (critical), with Speck, The Use of Dis- 
covery in United States District Courts, 60 Yate L.J. 1132 (1951) (favorable), 
and see the material cited in notes 1 and 3 of the latter article. Should Professor 
Millar attempt something of the sort suggested, it could begin where his extra- 
ordinarily informative comparative study, The Mechanism of Fact-Discovery, 
32 Int. L. Rev. 261, 424 (1938) stops; he lists the questions he did not attempt 
to answer, and on which his views would be illuminating, at 453. 

10 MILLAR, op. cit. a note 1, at 412-418. 

11 330 U.S. 258 (1947). 

a The Void Order and the Duty to Obey, 16 U. or Cut. L. Rev. 86 
( 4 


* Associate Professor of Law, Yale University. 
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